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PROCEEDINGS
(Welcoming remarks by Chairman Wood)
COMMISSIONER BROWNELL: Thank you.

On behdf Senator Allard, | want to
welcome you to Colorado, number one, and aso to
extend the senator's appreciation to the
Commission for being out hereto ligen to dl of
the conversation and discussions this afternoon.
Thisis awonderful way to help the process.

| redly look forward to lisening to the
discussons this afternoon for my benefit and the
senator.

Thank you.

CHAIRMAN WOQD: Before| turn it back over
to Rick, I would like to acknowledge a number of
commissioners from the FERC and also state
authorities and other regulatory commissons that
we are glad to have here today.

Do you want to kind of say for the ground
rules, as you may remember from when we had this
in Sedttle the last time, please fed freeto
pipe in with comments or questions. We want this
asinteractive as possible.

We have this as a different type of issue.

Thisislavina down lono-term understandinas,



developing facts, learning and understanding from
acommon st of issues and challenges that both
we at the federal level can do and that States,
utiliies-- (inaudible).

We areredly just usang the ability we
have to convene a conference and get anice
turnout here,

Also, to invite again ongoing back and
forth participation throughout the afternoon.

We aren't having ared formd bregk in
here, so for any much you dl here and certainly
you folks anging for your supper, if you dl can
manage to stay up here.

But if you need to use the restroom or
step outside, fedl freeto do so. We are not
going to take aforma break, dueto the fact
that we have afull four hour schedule here.

With that, | would like to turn it back
over to my colleague --

Do you have anything to add?

COMMISSIONER BROWNELL: Just that I'm
happy to be here.

MR. MILES. Thank you, Mr. Chairman.

For those of you who didn't pick up a copy

of the packet, thisinclude the anenda aswell as



some of the prepared materid Jeff and Todd will
present in afew minutes.

Also, when | present the each pand
member, | won't go through the resume. Y ou will
find at the back of the packet is aresume for
each speaker.

When the pand presentations are made at
the end -- each speaker has been asked to keep it
to five minutes. At the end, we hope to have an
interactive session between the pandlists,
between the decision-makers on both the federal
and datesdes. Soif you have any
presentation you would like to give me, please do
and we will proceed.

Also, thisis arecorded sesson. We have
acourt reporter up to my left and your right.

He will be taking the record of this proceeding.

With those preliminary observations, let's
begin.

MR. WRIGHT: Thank you. | am Jeff Wright,
from FERC's Office of Energy Projects. And |
would like to welcome you to the energy
conference.

The purpose of my presentation isto give

asnapshot view of the current eectric and aas



Stuation and infrastructure in the west.

For the purposes of the presentation the
west consists of the 11 states seen here.

We aso consder the contributions of the
gates and provinces of Alberta, British Columbia
and northern Mexico.

The FERC region located in the west isthe
western dectric Coordinating Counsd, WEEC, has
four subregions, Northwest PP, Arizona-New
Mexico-Southern Nevada, and Rocky Mountain power
areaand Cdifornia

From January 2000 to May, 2003, the west
increased its electric generation by 15 percent
to 165,400 megawatts.

In the west natural gas and hydro are the
dominant fuel sourcesfor generation.

35 percent of the total generation is
gas-fired, followed closdly by hydro at
32 percent. Coal-fired generation makes up
21 percent capacity and nuclear 6 percent.

The desert southwest has grown since 2000.
39 percent of the subregions capacity isfueled
by natural gas and 34 percent is cod-fired.

Cdlifornia has the most capacity. Over

haf of Cdifornias ceneration capeacity is



gas-fired.

In the northwest, hydro fuels 60 percent
of the generation and cod fuels 22 percent. The
northwest had the dowest growth rate at
7 percent.

And athough the Rocky Mountain subregion
has only 8 percent of the region's tota
generation capacity, it grew 21 percent Snce
2000.

Cod fudsover hdf the generation
capacity in thisregion and gas-fired generation
accounts for 27 percent of its capacity.

Here we are looking at the trendsin the
four subregonsin thewest. From 2000 until May
of this year, dmost 21,000 megawaitts of
generation capacity had been added. Almost dl
knew capacity is gas-fired.

16,700 megawatts of capacity is expected
to come on line between now and the year 2005.

Cdiforniaand the desart southwest have
the largest amounts of additions. However,
additions will drop sharply after 2003.

Below the zero line are retirements. In
the next couple of years, over 3,000 megawatts of

retiremerts will be in the CdiforniadNew Mexico



subregion.

The fud mix in the west from 1995 to 2005
showed little growth in hydro and cod and
nuclear generation capacity.

In 1995 hydro accounted for 42 percent of
electric generation capacity.

By 2005 naturd gaswill fud 37 percent
of the wedt's eectric generation, while hydro
drops to 32 percent.

This dide compares the net generation
output in 2000 to 2002. That has decreased
SiX percent.

Generation in the California New Mexico
area and northwest subregions decreased by 11 and
7 percent respectively.

Generation output increased dightly in
the other two regions.

On this dide the map on the right shows
the location of hydro power plantsin the west.

The table on the left shows how much of
the generation capacity in each western Saeis
hydro based.

Hydro power makes up over 80 percent of
the capacity in Washington, Oregon and Idaho.

Since hvdroglectric oeneration varies



seasonally, drought can reduce capacity by 25 to
30 percent.

And during the summer months, available
energy from hydrodectric facilities can be
approximately 50 percent of capacity.

This chart compares energy consumption in
the northwest with eectric exportsin
Cdifornia

The upward trend, solid red line,
indicates increases in energy demand in the
northwest.

The downward trend, solid blue line, shows
a correlating decrease in the amount of power
avallable for export to Cdifornia

Thisimplies as power is avaladle for
export from the northwest to Cdifornia
decreases, Cdiforniamust build more generation
or become increasingly dependent on the desert
southwest for inputs.

I will touch on codl.

Coal-fired generation comprises 21 percent
of total capacity in the west.

More than 75 percent of the output from
the five satesislisted on the dide.

Wyomina is the bioaest cod producing



date in the nation, accounting for about a third
of tota production in the year 2002.

Over 70 percent of western codl is
exported to the midwest and southeast.

Driven by incentives to reduce pallution,
demand has increased amost 30 percent since
1995.

Non-hydro-renewables consst of mostly
wind, geotherma, wood and solar. This category
comprises five percent of the tota generation
miX in the wes.

From the map, you can see the renewables
are concentrated in Cdifornia, Washington and
Oregon.

The various non-hydro-renewables, wind
power. Dueto tax subsidies, mgor improvements
in turbine technology and public support, wind
power generation has more than doubled since 1990
in the west.

Thisdide takesalook at the utilization
of saverd mgor dectric transmisson pahsin
the west.

The orange squares indicate 75 percent of
the OTC more than 50 percent of the timein the

summer of 1999 to 2001.



Thelocation of the heavily utilized paths
indicates the west continues to rely (inaudible).

Patterns have changed over time. With the
addition of new generation it can be expected the
pattern will continue to change.

Severd eectric transmisson projects are
scheduled to be completed in 2003. These
projects are amed at locdized needs and won't
help to relieve congestion in the west.

Western subregions continue to depend
heavily on cross-regiond flows and will have
very few projects to help them between the
subregions.

Turning to naturd gas, in 1991 dectric
generation represented 19 percent of natura gas
consumed in the west.

It trailed the residentid and industrial
sectorsin their consumption.

By 2001 dectric generation represented
37 percent of natural gas consumed in the wes,
greater than any other consuming sector.

In Cdifornia uses more gas for dectric
generation than any other Sate in the west.

This map shows planned gas-fired dectric

plants which are 95 percent of total new
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generation in the west, located dong mgor
interstate natura gas pipeines and dong
intrastate naturd gas pipelinesin Cdifornia

Between now and the end of 2005 atotal of
16,700 proposed electric generation is expected
to comeon line.

Depending on the hest rate, the amount of
natura gas needed to serve these facilities
could be in the range of 1.3 to 1.6 hillion cubic
feet per day.

The mgority of the generation will be
located in the desert southwest and Cdlifornia,
with the desert southwest projected to have the
largest increase in new generation capacity.

This table provides a comparison of
natura gas consumption, production, reserves,
storage, imports and exportsin the west with the
total U.S. for 2001.

Looking closer at storage, Cdiforniaand
Montana account for amost one Tcf of the total
1.3 Tcf of storage capacity in the west.

Currently, the sorage Stuation in the
west is better than the rest of the U.S. In
recent weeks, sorage levelsin the west were

cdoseto thefive-vear average.
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In Cdifornia, projections remain behind
last year's output at thistime, but ahead of
2001 levels.

Thereisamgor expanson of existing
dorage fadilitiesin Cdiforniathat is nearing
completion and will increase cgpacity from
200,000 Mcf per day to 320,000.

Cdifornia anticipates requiring more
storage capacity both ingde and outside of the
date to meet its future requirements.

Also, these storage facilities have been
contemplated in Arizona.

The Commission has scheduled a storage
conference to discuss these issues on August 26
in Phoenix, Arizona

Sincereaching ahigh of 1.3 Tcf in 1998,
Canadian exports to the west have declined each
year snce 2001, which recorded dightly less
than 1.2 Tcf.

While Canadian exports declined, imports
from Mexico increased from 4 Tcf in 1997 to 31
Tcf in 2001

These import and export trends continued
through the year 2002.

There are 17 maior pipdines that traverse

12



thewest. The west is dependent on naturd gas
ddiveries from Canada and Texas and natura gas
produced in the west, particularly the Rocky
Mountain region. (Inaudible).

The west will become more dependent on
natura gas supplies produced in the Rocky
Mountain region

However, the west will be competing with

markets east of the Rockies. There are projects

being proposed to use Rocky Mountain natura gas

in an eastward direction.

Thanks to 28 pipdine expansion projects
certificated since 2001, pipeine ddiverability
in the west increased by 6.5 Tcf per day. 3.6
Tcf wereintended for dectric generation.

And of these 28 projects, 15 added 3.4 Tcf
per day of new capacity in the Rockies and ten of
the 15 added 2.8.

Five projects are pending before the
Commission with a projected capacity of closeto
1 Tcf per day.

The largest of these projects, the
Cheyenne Plains project, will add 560,000 per day
of new capacity and move gas eastward out of the

Rockies.
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Thirteen projects are on the horizon with
apotentia capacity of 7.Tcf per day. Nine of
these have a potentid to move 4.2 Tcf out of the
Rockies.

The largest project on the board isthe
Inland project with a capacity of one Tcf per
day, which will trangport gas from Wyoming
directly to Chicago.

Currently there are eight potential LNG
import termindsin the west. Mitsubishi's
project, number 6, has been granted the
commissions prefiling process.

It'sunlikely dl these projects will be
congtructed. However, the construction of any
LNG import to Cdifornia, any import termind on
the west coast contributes substantialy to
Cdifornids future gas supplies and would ater
the existing gas flow dynamicsin the west by
dlowing digolacement of gas now ddivered to
Cdiforniato other western markets.

In conclusion, generation after 2003 will
not keep up with Cdifornia's demand. New
Cdlifornia based generation and programs could
help meet future loads.

The northwest, Rockies and desert



southwest appear to have adequate power resources
for the near future.

Electric capacity increasesin these
regions could help meet future Cdifornia
shortages as trangtion lines are upgraded.
Stll, sgnificant wesknesses reman requiring
magor backbone transmission for long-term needs.

However, any reliance on power from the
northwest is dependent on year to year hydro
generations.

New generation isamogt totaly
gas-fired. Divergfication could hep ensure
available capacity due to naturd gas or hydro
shortages.

The west is dependent on gas production
from the Rockies, southwest and Canada. Rockies
production should become the dominant source of
supply (inaudible).

Also, LNG will be the source of natura
gasto Cdifornia.

Natura gas capacity does appear adequate
to serve the regions demands at thistime.
However, demand will have to be met by increased
capacity.

Storage should be increased to meet peak
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demands power generation loads will require.
Pipdine projects are anticipated to be filed in
the near future to serve the demand.

But the question remains whether the
capacity will be avalable in time to meet the
demand.

That concludes my overview. Next, Todd
Hlsnger will be presenting his energy outlook

for the west.

MR. FILSINGER: Good afternoon, everybody.

| am Todd Filsnger.

| gpologize for the logo being upside
down. But that is PA Consulting Group.
Sometimes we get things backwards.

For those of you who don't know us, we are

afirm that originated with PHP in the States.

PA Consulting of U.K. acquired PA two years ago.

| am head of the wholesde energy markets
globd practice. We areinvolved in primarily
al the restructuring and bankruptcy cases across
the United States with the merchant generators
who have gotten into problems.

And s0 as| go through the discussion, |
will definitely be focusing on its effects

throuahout the markets.
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| should also say that you want to be
careful when you wak out of the room because
there will be one spot where there will bea
quiz.

| first want to talk about the current
market conditions. | want to give you a globa
view of the issues that need to be taken into
account with forecasting and how that compares
across the different parts of the country and why
it's different in the west.

Let'stak first alittle about the
current market conditionsin the States.

Generdly, asyou look at the industry,
itsclearly in avery distressed state. Asyou
look at the assets, both in the west, across all
the way to the East Coast, you have alot of
assets that are on the market.

We can name some on the west coast and
throughout the west.

Also alot of the companies are trying to
fix the bdance sheet. Soit'svery difficult to
sl the projects a full vaue in today's
market.

You are seeing alot of momentum towards

fixing the balance sheet and sdlina assatsin
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the short-term from the mgor players.

Wi, it's dways important, we want to
look forward, but it's important to look in the
rearview mirror and say how did we get here, how
did it happen so fast?

| want to just spend afew minutes on this
and talk about the additions. And | think Jeff
did agood job of bringing alot of this up.

If you look at this back in 2000 when the
sector was quite strong, we were in adeficit or
solid position across alot of markets and
merchants were starting to build facilities.

If you look at the candy striped linein
thered, what this line shows you is that across
the U.S,, theincrementa generation that was
being announced to be built on a cumulative
basis.

So for example, thered linein the year
2000, there were a hundred thousand megawatts of
announced generation to be built in the United
States and come on linein 2002. Then another
hundred by 2003. Y ou can seeit's quite
dramatic.

But more importantly, as you look at the

blue line in 2001 the announcements for the same
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period of time went up 50,000 megawatts.

In one year's time the announcements for
2002 increased sgnificantly.

Now, as you go to 2002 and alot of the
negative momentum started coming in. You seea
little bit of adrop off. But most of it isjust
pushed off intime,

Now, when you get to the current forecadt,
you see it's dropped some on announcements.

Again, | want to focus, these are
announced fadilities, not fadilities that will
hit the ground.

Let'slook a what happened, alot of
these facilities dropped and got pushed out of
the way in the back of the forecast.

The source of thisinformation isaPA

database of al the fadilitiesin the United

States tracked on aweekly, monthly and bimonthly

bas's depending on the activity.

But you can see how momentum shifted up,
then pulled back some.

Now what does that mean acrossthe U.S,,
particularly in the west?

What | want to show you hereis

announcements, as vou think of announcements,
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there are alot of them of power plants, two or
three in the same location. Y ou literdly would
have to build them on top of each other, which is
clearly not the way it works.

Thereisalot of momentum on Wall Street
for the merchants to announce generation,
equities continue to go up.

It was only until most recently did Wall
Street start recognizing cancdlationsasa
pogitive versus announcements.

Let'slook at the U.S,, then focus on the
west. If you look across this map, what it shows
isfrom the previous dide, it shows you the
announcements versus what | believe will get
built in these various regions, and then what is
needed in the regions.

If you look at the yellow bar, let's focus
on the northwest for amoment. There are 23,000
megawatts of announced additions in the northwest
market.

PA's belief that what is needed in the
northwest is closer to athousand megawetts.
Thisis between now and 2005.

This takes into account dl the imports,

exportsin the different regions. Anditis
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based on modeling, so when we get down to each
individud dtate, you will see alittle different
impact.

Asyou look at the southeastern part of
the country, you see alot of momentum and
announcements, and alot of units ill coming on
line.

Look at the southeast, for example, in the
lower right-hand corner. In the southeast you
have 73,000 megawatts announced of which we
believe one-third will come to fruition by 2005.

Only three megawatts, three thousand
megawatts are needed.

Now, if we switch to the west, we havein

the whole WECC, which Jeff defined. We have

87,000 megawatts of announced generation that has

been announced through the end of 2005.
However, PA bdieves only 20,000 megawatts
will come on line, of which closer to 3,000 are
needed.
So asubgantid surplusin the west and
across the United States.
Now, aswe look across this, | will get
into this more, the west is the most uncertain

reqion, however, across this map.
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If we go back to the southeast or Texas or
the northeast, when you have thosg, it's pretty
solid. You are going to have that overbuild.

In the west that is not the case. As Jeff
brought up, you have a sgnificant amount of
hydrodectric which sgnificantly impacts what
happens. If you have alow hydro year; the
Stuation changes draméticaly.

| want you to keep that in mind aswe
continue.

Agan, what | mentioned was now the big
newsis, what is not going forward asfar as
generating plants.

What this shows where the momentum has
been across the U.S. as compared to the west, as
alot isbeing canceled.

If you look at the west, you have 19,000
megawatts put on hold. 22,000 megawatts have
been canceled.

Now, these are cancellationsin projects
put on hold of the announcements. The reason |
say that is, if you looked at these, the 22,000
megawaetts that have been canceled, of that,
probably 1 to 2 percent were actualy in my base

case before they were canceled.



In other words, they were never going to
cometo fruition anyway. That is something to
keep in mind.

Asyou look at the momentum, you see quite
afew of those in the west are in the Cdifornia
region, and part of that is due to regulatory
ISsues.

But again, the biggest focus of those
cancellations redly ismore in the ess.

Now let'stak alittle about the
oversupply and what its effects are on the actud
forecast in pricing.

Agan, thisisjust to give you an order
of magnitude.

Yes?

MS. SMITH: Areyou going to tell us how
you forecasted, (inaudible) based your need on?

MR. FILSINGER: Yes, | will address that.
To answer one piece of your question, what | am
focusing on now isredly the power plants,
again, a database of power plants and where they
area.

And to decide what is actudly going to
hit the ground by 2005 we have two requirements.

One, it's ether in congtruction or maintained
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financing through the banking community or
through the balance shest.

Thisgives you an idea of the order of
magnitude across the different regions. Clearly,
as you have oversupply, this depresses pricesin
the medium term.

This shows and order of magnitude for the
different regions as compared to what is needed.
There are two key pieces on this graph
that are important. First, the purple bar shows
the maximum reserve margin reached, or what |

would cal the bottom of the cycle, when the
market hits the bottom.

For example, in the northwest it's our
belief the northwest bottoms out thisyear. So
you begin seeing recoveries this year.

The second bar, green bar, shows when PA
believes that region will reach equilibrium,
okay. We al know markets don't stay in
equilibrium. But that is the point of the

Crossover.

In the northwest we show recovery by 2006.

With hydro generation that crossover point could
come much earlier and shift year to yesr,

dependina on hvdrodectric aeneration.
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If you look in the west particularly, the
Arizonaand New Mexico region, it's probably one
of the more unique regions because it gets, it
doesn't bottom out in our view until next year
due to some of the large plants coming on line.

It has transmisson condraints getting
into Cdifornia A lot of those plants were
built in anticipation of getting into Cdifornia

Y ou see dramatic depression in 2004, but a
pretty quick recovery dueto load growth. And
I'll show you a graphic that depicts that.

Aswe look at thisin answer to
Ms. Smith's question, on the load to demand sz,
we look at demand and, again, keep in mind, we
are doing this for the lending community and on
the restructuring and trying to base it on what |
would cal consensus forecast.

Aswelook at the load growth, for
example, we relying on the ERI forecasts. We
look to sengitivity both on the load forecast as
well as generation coming into the marketplace.

I will show you what those forecastsarein a
moment.

Asyou look acrossthe U.S. you see how

the west compares to the rest of the U.S., not as
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over built asthe rest of the regions.

Whet | tried to do is summarize that into
what | would cal somewhat of aweather map. As
to the severity of the overbuild, if you look at
this continuum, the gray is Florida, it's
bascdly not over built.

Asyou get into that dark red, that is
Severe overbuild.

If you look at the over built parts of the
country, you are redly in the southeast region,
then the main region.

Asyou get in the west you get less of an
overbuild.

There are alot of other things that
impact forecast into these particular regions.
Thisgivesyou afed for the degree of
overbuild.

Asyou look a the demand forecast, again,
thisisfrom the EIA forecast, asyou look a
demand from the west as compared to the rest of
the country, you can see more vigorous projected
demand growth which impactsthe leve and timing
of the overbuild. Okay.

Agan, we look at sengtivitiesto the

demand arowth. But the red issue, what drives
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these forecasts much more than demand growth, is
the level of merchant generation that camein.

For example, if you go back three years
from today and look at aforecast. And that
forecast was much higher than today.

What drove that more than demand was the
amount of merchant capacity that cameinto the
market.

In the west that isalittle unique,
because demand did get more depressed than a lot
of other portions of the country and did extend
that some.

So aswelook at the overbuild in
Cdiforniaand western regions, part of thet is
due to the decline in demand.

But again, the actud merchant generation
cameinin anticipation of that load growth, that
isredly the big driver.

Now, | said remember, hydro conditionsin
the west can have a sgnificant impact on reserve
margins on ayear to year bass.

And Cdiforniatdlsthe gory quite well
over the last severd years.

| just want to demondtrate thiswith afew

dispatch curves to the redions.
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If you look at the northwest it shows very
well.

Asyou look at the dispatch curve, what
you have on the X axisis megawatts. What you
have ontheY axisis digpatch codt.

Y ou can see for dmogt haf of the
digpatch curve in the northwest, hydrodectric
generation which is close to zero dispatch cost.
So hydro conditions are low, you start shrinking
that.

The bluelinein the middle is average
demand, red lineis peak. If you shrink that
hydro capacity, it doesn't take long before you
arein adire gtuation in both the northwest and
Cdifornia due to imports of hydro power.

Now, another issue and another big driver
of theforecast isgas. The biggest impact,
agan, isredly merchant generation coming into
play.

Aswe do, just aquick summary on that, as
we look at the forecasts for Moody's and S& P, a
key driver in sengtivity is merchant generdion,
even though we fed the base case is pretty
column vent & this point given the maturity of

the market.

28



Aswe look a the generation mix of the
west versustherest of the U.S,, inthe
northeast what you have is, the three to focus
on, dark blueis cod, yelow is gas, the baby
blueis hydro.

Asyou look at the eastern part of the
country, you see significant amounts of cod.

Y ou dso see ggnificant amounts of cod in
Colorado and Wyoming.

But if you look at Arizona, New Mexico and
Cdiforniaand the northwest, you are primarily
dominated by natural gas and hydro.

So what does thismean? Well, theredl
issueis not how much generation there is, but
what fud is on the margin in these particular
regions.

Thismap redly tells the story of the
differentiation between the west, the midwest and
eadtern part of the country.

Again, if you go to the east you see alot
of blue, which isthe cod. Thisis the number
of hours, percent of hours this fue was on the
margin.

Aswelook a the west we have got natura

gas asthe maraind fud in pricina closeto a
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hundred percent of thetimein dl theseregions,
much like it isin Texas and southwest power
pool.

What does this mean? In your forecast, as
you look at the infrastructure for natura gas,
it'simperative because it flows through to
eectricity prices because it isthe margina
price setting unit.

If you get a high hydro stuation, you
would see hydro units potentidly on the margin
in some cases or pushing up base load, coa and
others on the margin, depending on the levd of
hydrogeneration in the regions.

Thisisimportant, as you have combined
cyclesin this part of the country you will see
less projects in this part of the country because
you have gas-on-gas comptition.

Asyou go eas, you are seeing alot
problem in the cycle in the southeast and east
because they compete with codl.

| put afew graphs, and | think Jeff
covered this pretty will.

Asyou look at the naturd gas prices, you
can see that you had along-term mean reverting

averaoe of probably around 2.20, on ared bass.
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Asyou looked at financing generation and
rating these different utilities, they were
looking at gas a around 2.07 to 2.20 on ared
dollar basis.

Y ou can see here, though, in 2000, 2003,
we have seen sgnificant spikes lifting the
average.

It's even more gpparent in a shorter time

frame. We are seeing gas prices moving away from

that mean.

There are alot of opinions as to where
naturd gas priceswill end up. Wetry tousea
consensus forecast in looking at this of the
magor forecasters. And on along-term basis, we
look at somewhere around 3 to 3.50 long-term in
real 2003 dollars.

We dso look a ggnificant sendtivities
to that based on (inaudible) which are obvioudy
ggnificant live above that.

And that does have different impacts by
region.

But | will focus on what that means for
the west in afew moments.

| think the trangition is, it's obvioudy,

in the wes, it's probably a biocoer issue there
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than the rest of the country.

Asyou look at other regions and
sdf-contained power pools, it isn't as much an
issue as for the west.

Bagcdly, the message | am trying to
ddiver here without getting into too much
technicd detall iswhen you look & the
different flows across the regions, as we look at
each of the particular paths, they are mostly

congrained, particularly going into Cdifornia,

amost, most of them between 70 and 90 percent of

thetime. Significant condraints.

When you look at the Denver areg, for
example, condraintsinto the Denver area, dl
the criticd |oad areas have sSgnificant
condraints.

This table shows each one of those pieces
and the level of condraints.,

Well, what does this mean for the forecast
intheregion? Herel only focused on the west.
What | have done, asyou look at the forecast,
what is going to be important is as you look at
thisand look at the plants coming on line, how
many will come on ling, will some be cancded in

midstream, or will they dl come to fruition.
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That isredly the important driver in the
forecast.

What | have shown here, if we are looking
for troubled projects that may come out of the
mix, let'slook at what it costs to cover debt in
these regions, and then what | beieve the market
will provide long-term.

What this graph showsiis, the orange line
shows you the amount of spread needed to pay debt
on atypicd combined cycle type facility.

The blue line shows what the market will
provide.

If we are looking a a one-off bassin
the wegt, are you going to see many problems
projectsin the northwest? No. Not onalong
basis.

Y ou will see troubled companies which
could drive problem projects. Cdifornia, same
Issue.

Those of you familiar with Cdifornia, the
LaPaomo project, for example, isatroubled
project.

But it's not because of the power plant,
it's because of Nationd Energy Group and PG

bankruptcy.



That project itsdf has some big benefits.

We are operating as the interim asset manager on
that project, which is being turned back to the
banks.

Asyou look a New Mexico, Arizonaregion,
however, you see a different phenomena. Y ou can
seethat -- you are seeing the spread the market
IS going to provide being less than what the
plant needs to survive.

Y ou are dready seeing troubled projects
here. Y ou may see some projects pulled back
here, which will affect the forecast.

Thisiswherethetest comes. Thisisa
power plant canceled in midstream. Thisisa
nice 7 FA GE turbine. Thiswill never be
finished.

Y ou seethe birds there? | want a show of
hands. How many think those birds, A or B,
vultures or eagles?

How many think they are vultures?

How many think they are eagles.

The gory is, the environmentdigts did
think they were eagles a firdt. If they were,
you could not move the turbine, because they

would nest in the turbines.



It turns out, appropriate to this sector
now, that those are vultures. And we were able
to move the turbines, and that turbineis now in
Pensacola, Horidain a storage facility.

Asyou saw plants in the generating sector
financed at let's say 70/30 debt/equity split.
Vaue them today, 50 percent of what they first
were worth, you now have no equity.

This plant is going to be turned back to
the bank.

What is bringing this atogether and what
this means for forecasting in the west? Y ou have
sgnificant announcements in the west.

However, keep in mind that only 20,000 of
those are anticipated to come on ling, dmogt a
fourth of them, dthough a sgnificant number are
needed.

There have been some cancels put on hold,
but not as much as some of the other markets.

Reserve marginswill be sgnificant. But
because of the hydro conditions introducing alot
of uncertainty into the market, you have alot of
gas and hydro.

But thered issueisgasonthemarginin

astable hydro vear.
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Asyou look at it where you seethe
troubled projects and real need for transmission
isin Arizona and the other markets.

Summarizing, western markets are over
built, but not nearly as much asthe rest of the
country.

Demand growth is forecasted to be greater
in the west than the rest of the country.

Hydro conditions have a Sgnificant
impact. Asyou see thisyou shouldn't walk away
and be surprised if next year there will bea
price block in Cdifornia. It'svery possible.

The western markets are very dependent on
gasasyou et the price in the pesk hours and
shoulder hours.

And there are areas of sgnificant
congestion. Again, alot of generation
infrastructure built in Arizonato serve
Cdifornia

With that, | thank you.

MR. MILES: Thank you.

MR. MILES. Before we begin with the first
panel, | have been asked to copy into the record
comments of the Bay Area Economic Forum dated

July 30, 2003. It's aone-paoe document. Copies
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of this document are in the back. We made
copies.

Let me quickly summarize what it says.

In its fourth mgor report of Cdifornia
energy marketplace, the Bay Area Economic Forum
concluded that dectricity supplieswill be
tighter than previoudy forecast.

And thereisasgnificant risk of serious
supply shortfdlsin the near future.

While supplies appear adequate for the
summer, within only afew years, about the time
it takesto build a new capacity within the
state, reserves could fall to levels that
threaten another energy shortfall.

In 2006 to 2008, the whole period will be
critical. Of new plants announced since 1998, of
them, only about 25 percent are likdly to be
built.

As the Federa Energy Regulatory
Commission works to ensure adequate
infrastructure in the wes, it'simportant it
recognize not only the requirement of new
generation, but also the critical nature of
exiding generation fadilities within Cdifornia

and need to create an effective capacity market.



I will ask the reporter to copy that into
the record.

(Seeinserts)

MR. MILES. Now, our first pand, the issue
we have asked them to address is can new dectric
generation meet western demand.

As we talked about this before today, we
have asked them to keep the presentations to five
minutes.

At the end of that we hope they will
interact with each other, asthey did on the
phone in our conference cal.

We will dso welcome questions from the
chairman and Commissoner Browndll.

With that, | will introduce Rebecca
Followill. Sheiswith the Gas and Power Group.
She leads the naturd gas power and cod sectors
of that group.

Doctor, please.

DR. FOLLOWILL: | think my topic today is
on economic and financia barriersto generation
in the west today.

It may seem amoot point here as everybody
(inaudible). Believeit or not, '06 islessthan

two and a hdf vears away. If wewant
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generation, we need to be building now. | think
it'sredly not that moot a point.

The question | look at isinthe, isthe
modd in place to support new infrastructure in
the west. If not, what needs to be done to
change that.

In order to build new power plants
investors need confidence they will earn an
adequate return.

Second, they need regulatory and politica
certainty they won't be second-guessed and that
the rules won't change significantly midstream.

Findly, they need assurance counter
parties are financidly viable and will perform
their obligations over the term needed to finance
aplant.

On the issue of adequate returns, the
debacles in the west over the past three years
aong with massive overbuild of generation across
the United States has investors serioudy
questioning the whole merchant generator modd.

The days of "build it and they will come"
are no longer.

Abundant reasonably priced eectricity is

viewed as aright and not a commodity where
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profit can be maximized. |If amerchant generator
isthe upside, the downddeisnot. It'snot a
great business mode!.

We turn to the regulated business modd
wherereturns are in part tight interest rates
which until the last few weeks were a fifty year
lows. Utilities are faced with the dilemma: If
| invest now, will | be pendized because
interest rates are so low?

If you want to ensure adequate supply,
companies must earn areasonable return and can't
be pendized for looking ahead.

On theissue of regulatory and political

uncertainty, in my career | can't think of amore

uncertain time for people who want new generation

from aregulatory standpoint.

Whileit doesn't sound like an economic or
financid barrier, it's the biggest economic risk
when you are looking a whether or not you want
to build aplant. 1t should be the fird thing
an investor evauates when they want to invest in
aplant.

Disagters over the past three years have
made regulators understandably cautious to

implement new marketina standards and desians.
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But aslong asthe structure remains
undefined, people won't want to build plants.

Responding to Jeff's presentation, natural
gasisincreaangly akey fud inthewest and is
increasingly avolatile commodity which makes
eectricity prices very voldile.

With the volatility, it's probably more
important than ever utilities are dlowed
adequate fuel cost recovery. That they are not
unfairly punished by disdlowing recovery just
because the market is volatile, and that they are
alowed to hedge within reason.

We are il in the punchtup phasein
Cdifornia. We need to move through it as

quickly as possible.

Every time the market hears about one more

marketing certificate being yanked or one more
show cause order, they take another step away
from building new generation.

On the issue of price caps, even though |
must admit they were needed at the time, the
sgnd they send is don't build.

The last issue is counterpart insurance.

We don't haveit now. That will taketimeto

return and oet the market gabilized. The
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pendulum has come full circle and we are where we
were 15 years ago: long-term contracts for power.
| think frankly that is where we should be.

To sum it up, to ensure adequate
generation the market needs assurance they will
earn adequate return, resolution on avariety of
regulatory and political issues, and return to
mutual cooperation instead of excessive profits,
and (inaudible) .

MR. MILES: Thank you.

Our next speaker is Peter Moritzburke,
director of the Western Energy Office for the
Cambridge Energy Research Associates.

MR. MORITZBURKE: Thank you for the
opportunity to address the Federal Energy
Regulatory Commission and participants.

At atime when many state and federd
eectricity policies have been largdly reective,
North American power markets are badly in need of
proactive palicies.

Western markets are over built now, but
thisis not a permanent condition. Rocky
Mountain and Cdiforniaregions will come back
into balance by 2008. Most other western regions

within afew vears after that.
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Fve yearsisnot long, given lead times
required to build many power assets.

In the meantime, local and long distance
tranamission bottlenecks persst in every region
to affect reliability and deter market
participation.

In short, the west is out of the woods for
now. But thereis potentidly another forest
right ahead of it.

Recent higtory in the west clearly shows
that failure to plan ahead by setting up the
right market structures can result in acriss.

At thistime Cdiforniaisin the same
position it wasin 1996 and till does not have a
mechaniam to insure that new supplies arrive
before shortage occurs.

Similar to that time, spot pricesare
again too low to gimulate new merchant plant
development.

Preventing another crisisin 2008 requires
coordinated market reform and development efforts
now, but also to reach common goals shared by
most participants.

Those god's include adequate operating

resarves, supply rdiability and diversty,



regulatory stability and predictability,

financidly stable creditworthy market

participants and liquid trangparent power markets
that dlow suppliers and load providers to hedge
exposure as well as send theright Sgnds
regarding future resource needs.

In afew years power development activity
in the west will dry up. Not before developers
succeed in overbuilding the market.

14,000 megawatts of new mostly gas-fired
generation is under congruction in the WECC,
including western Canada, bringing tota through
2005 to 40,000 megawatts.

Capecity being built now will only
increase dready bulging operating reserve
margins.

Even in the event hdf of dl capacity
currently under congtruction is delayed, markets
are wd| supplied through 2006.

The new generation is not evenly
distributed across regions, with the southwest
becoming one of the most over built in North
America

Stock prices there as aresult will fall

to dlow recovery of initid investments or



adequate returns on those investments.

Many policy makers are relieved that
near-term rdiability is no longer a congant
concern, but over built markets are in part a bad
thing, because they dlow the western regulators
and legidators to postpone the task of ironing
out market problemsthat persst.

State regulators may balk at utilities
gpplying for development of capitd-intensve
non-gas-fired resources when existing
merchant-owned gas-fired plants are likdy to
sl output near short-term margind cods.

For years to come power priceswill
reflect the underlying costs of that output with
minimal sress

Even so, in Cdifornia a state that should
understand the risks of future shortages very
well, utilities are only able to Sgn contracts
of up to five yearsin duration.

Thisistoo short to stimulate new
capacity congruction.

Next graph, please.

In today's haf restructured power
business, a condition SERA has called the new

hvbrid, utilities are the main creditworthy



participants.

Ownership of assetsin the U.S. is shared
by merchants who own 43 percent of capecity.
Because restructuring efforts have fdlen short
of afully deregulated entities, utilities have
retained mogt of the responsbilities for the
environment, risk management, for operating and
mantaining tranamisson sysems and for
determining wholesde capacity and energy criss.

Our half successful attempt at market
restructuring has created a vacuum where, prior
to 1997, utilities coordinated supply
development.

Asareault, the overbuild is nearly
exclusvdy dependent on asingle fud, naturd
gas.

This dependency comes a a bad time.
Following a modest improvement in the gas
demand/supply baance, problems will returnin
2005 and beyond.

Thiswill trandate into higher demand and
upply limitations, meaning thet that growth will
come at the expense of industrid gas demand.

Dependence on gas will make power prices

hioher and more volatile, snce des-fired
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generators will be amargind source of output
most of thetime.

In order to meet this and other gas
demand, SERA foresees the increasing need for
more costly frontier gas resources such as LNG
and Alaskan gas, suppliesthat have long project
lead times.

So itsresponghility for integrated
resource planning returns to western utilities.
More emphasis will need to be put on generation
fud diversty.

The question then needs to be addressed:
How does the west create sustainable competition
in stable power markets that attract diverse
types of generating capacity in advance of a
shortage?

In the near-term the ansversliesin the
hands of federd and state regulators. Thus,
SERA has some recommendations. Five
specifically.

Thefirst, adopt an operating reserve
target. The Commisson's proposa last summer
pursued aworthy god of requiring load serving
entities to meet areserve target or pay red

time price pendties.
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The details of how that target would be
set and met was in part delegated to the states.

SERA favors an operating reserve target or
structured path to the markets as the best way to
sgnd future value of cgpacity and assure it
arivesontime.

Two, dign wholesde and retall markets.
Retall customers exposed to the fluctuating costs
of wholesde power will conserve.

Utilities in the southwest have
implemented time of use rates and red time
meters on a broad scale, with successful results.

Expanding retall choice would dlow
customers to help determine the amount of
renewables or other resources that they want to
mest their demand.

Number three, streamline new generation
development. Many states need to reduce siting
and permitting hurdles. Particularly notorious
is Cdifornia, where in the past it's taken up to
seven years to build anew combined cycle
gas-fired plant.

In the wake of the crisis, Cdiforniais
working to consolidate the process. But it has

much work left to do.



Four, open up opportunities for new
transmisson development. The Commission has
studied ways to break deadlocks over transmission
gting and permitting and restructure operations
and pricing through RTOs.

Success over time should enable remote
generators to access western load centers.

For one clean cod in the Powder River
Basin comes to mind.

It will dso expand private sector
participation in a part of the industry badly in
need of investment.

Thefifth and last recommendeation,
encourage non-conventional resources. Greater
cooperation between state and federa agencies
and the private sector could result in avery
different western power landscape.

Aging cod plants are ripe for
reinvestment to become clean cod plants or
fueled by cod gesification.

On another front renewable and distributed
generation are becoming more viable as ameansto
diverse the resource base as cost and integration
barriers drop.

Althouah they are unlikdly to play alarce
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role in growing supply needs, excuse me, growing
needed supplies, they will provide capacity over
time and can be effective.

In concluson, the five years needed to
bring Cdiforniaand Rocky Mountain power markets
back into balance will pass quickly.

Although policy makers are making progress
towards fixing western markets, the incentives
they provide must be reshaped in criticd waysto
stimulate gppropriate responses in advance of
shortages.

Thank you.

MR. MILES. Thank you, Peter.

The next speaker is Jeremy Platt. Heis
manager of power and fuel markets with Electric
Power Research Ingtitute.

MR. PLATT: Thank you very much.

| was invited because my company produced
areport that mentioned the word retirementsin
thetitle

We have been tracking new power plants
snce December 2000, with earlier studies
focusng on the building that first manifested
itself in New England and Texas.

We assessed the impact of this buildina on



the regiond reserve marginsin areport issued
January 2002, edited February, 2003.

The principle thrust of the latest report
was to evauate the magnitude of requirements on
ExXCess capacity.

Other congderations have been development
plans, how many plants not yet in congruction
might actudly go to completion and, whet if
eectricity growth rates were higher than lower
than in regiond projections.

| think | would argue thereisless
uncertainty about development plans now and put
more of the weight on load growth.

Thewest isalarge area. | didn't have
exactly the guidelines, so | was looking at about
16 dates in the west, not including those
bordering the Mississppi or Texas.

Great differencesin generation and mixes
are seen. Our assessment concluded tentatively
as many as 45,000 megawaits of oil, gas and cod
generation might be retired between 1998 and
2010, dmost 12,000 in the west, including only
640 megawatts of cod capacity.

Cdiforniais respongble for the biggest

portion of these requirements, close to 7,000

51



megawetts.

More details on the west retirement total .
Nearly haf are naturd gas steam cycle plants.
5800 are number 6 fud ail.

53 percent of the tota projected, almost
4,000 megawatts, have been announced aready,
scheduled to occur through 2004. Nearly dl are
gas and nearly dl in Cdifornia

45 percent of the tota of this whole span
of 12,000 megawatts, only 5280 are projected to
retire but only towards the very end of the
period, say 2010. But | wouldn't be too firm
about that estimate. Most of those are resid'
burning.

The projected retirements from the
methodologicd point of view are judgment cdls.
We haven't done a detalled financid analyss of
the markets and payout of each of those plants.

Condder thesethings. The age, usudly
50 years old or more.

Size, often very amd| plants, with one
exception being the Marrow Bay facility in
Cdifornia

Efficdency which islower for dl older

plants. Many were built in the '40s and '50s.
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Environmentd performance is affecting the
caculus,

Findly, the adequacy of generation, where
there was excess of 30 percent, it seems more
vulnerable to retirement.

Onewild card is this choice between
retiring and mothbaling. Mothballing cannot be
ruled out among the figures cited and with the
preferred choice (inaudible).

A second wild card is designation of
plants.

On the bottom of the page | show the
capacity additions to give some perspective on
this.

It's important to take account that maybe
between 1998 and 2007, our investigator on this
topic out of Arlington, Virginia, has anticipated
about 250,000 megawatts of natura gas-fired
combustion turbine, combined cycles to be built
across the country. About 52,750 megawattsin
the west.

Herel am saying 1998 to 2007. Thisis
closeto four and a hdf times the announced
projected retirements through 2010.

A further perspective, the next dide, on
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the generating infrastructure is something
Smilar to what Peter showed.

It's gained from cdculating regiond
reserve margins. Mid-range load growth forecasts
and capacity additions. We can seethe
trgectories of reserve margin appear above
30 percent for these assumptions in most areas
through 2010. Load growthisamgor
uncertainty.

| conclude this comparison between
retirements and capacity additions leads meto
conclude the issue of power plant retirementsis
not a controlling business or rdiability
planning issue and possibly not even in 2006 as
we might have heard by the Bay Areaforum.

We have seen dramatic changesin outlook
from one assessment to the next.

| could reinforce that. | have one more
dide. We could show thét.

MR. MILES. Yes.

MR. PLATT: Yes I'mtrying to reinforce
here a sense of the degree to which | guess not
just what gets built is uncertain, but aso the
degree to which load growth is uncertain.

This particularly comes out in spadesin



Cdifornia

In November, 2001, thereisa set of gray
bands out there in the future that reflects the
capacity built uncertainty usng mid-range load
forecast out into the future.

Y ou see by the time the energy criss had
been absorbed and by November, 2001, people had a
lot of expectations on new capacity in
Cdifornia

A year |ater, there is an orange band near
the bottom, and you see alot of cancellations
took place.

We aso took into account our retirements
andyds. Those modest but red Cdifornia
retirements plus developer cancellations and
deferrds led to a different and much lower view
of capacity.

Aslong as we keep the mid-range demand
forecadts, it looks like we have gone from happy
timesto dire draits.

Where we are now is the red band in the
middle which emphasizes the supply rate
uncertainty.

The two curves with little white dots

represent the demand uncertainties around the

55



mid-range of development.

Y ou can see we seem to be out of the
woods. The reason isthat we got the demand
forecasts now that are around 1 1/2 percent, and
that a capacity tight point we thought might have
happened in 2002 now might not be, appear in
Cdifornia until 2006.

That is the degree to which demand done
and building has made quite an impact on the
uncertainty we are projecting.

Thank you.

MR. MILES: Thank you.

Our next speaker is Charles Goldman,
leader with the Electricity Markets and Policy
Groups, Lawrence Berkeley National Laboratory.

MR. GOLDMAN: Thank you.

Asthe only one of 16 speskerstoday who
Is supposed to tak about the demand side, | hope
you will indulge me and give me seven minutes
instead of five.

The question posed to the pand today is.

Can new dectric generation meet western demand?
| would suggest that might be the wrong
question. The question may be: What isthe

abpropriate mix of eectric aenerating resources
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and demand side resources that can produce
reliable, affordable, environmentaly acceptable
power?

How can we use planning and marketing
mechanisms to achieve that objective.

I'm not sure people think about the demand
sde as part of the infrastructure, but | would
like to suggest it's something we should consider
serioudy.

Weusaed to doit. Andwe will be
increasingly be asked to look &t it in those
terms by customers and other folks out there.

My remarks will focus on severd topics.
First, demand response defined to include
short-term load response, energy efficiency,
time-sengtive pricing and generation isa
sgnificant untapped resource for western
electric markets.

I'm going to highlight some of the
higtoric activities of demand response in western
dates and summarize recent sudies and planning
activities that estimate remaining achievable
codt effective potentid in the west.

I'm dso going to discuss some of the

policies FERC and the states would have to
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implement if they want to cgpture demand
resources over the next decade.

And findly, | want to emphasize that
because gas is on the margin in the dectric
sector that accelerating actions now in the west
would have the additiona benefit of mitigating
high gas prices and supply condraintsthat are a
sgnificant threat over the next three to four
years.

This chart from the Energy Information
Adminigtration summarizes reports given by
utilities about their activitiesin the area of
load management and energy efficiency.

Y ou can see from this chart, over the last
four or five years we have about 10,000 megawatts
of curtallable load reported by utilitiesin the
west. About 25 percent of that amount iscdled
in any one yed.

But most of this resource iswhat | would
characterize as legacy |oad management programs.
It's curtailable interruptible rates, load
control, and a smattering of sort of next
generation demand response programs, quote
programs, dl option programs.

But the vagt maiority isthe traditiond



stuff that has been known for the last ten or 15
years.

In addition, there are about 2500
megawaitts of peak demand reduction that occurs
through energy efficiency programsin addition to
al the energy savings they produce and thousands
of hoursthat energy efficiency measures ae
actudly deployed.

This dide summarizes some rather
disparate sudies done in Cdifornia, the
southwest and northwest by different
organizations that take different looks at the
codt effective potentid for energy in the west.

The firg was done by a consulting firm
done in part for the Cdifornia Utilities and
Energy Foundation. It estimates an upper bound
of about 9500 megawatts of cost effective
potentid over the next ten years.

The study goes on to talk about whet is
more of achievable kind of targets based on
current funding levels for energy efficiency in
Cdifornia

We spend about $275 million ayear, if
funding was doubled, we could produce about 3500

megaweatts of peak demand savinas, offsetting
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35 percent of projected load growth in Cdifornia
over the next ten years.

In the southwest thisis a sudy done by
the southwest energy efficiency project. | would
characterize thisas a very aggressve study in
terms of technical economic potentia, because
this part of the country, these Sx states
Arizona, Denver, Colorado, New Mexico, Utah and
Wyoming, have very high load growth, and there
hasn't been alot of energy efficiency study done
in thisregion.

Y ou could cut that load growth
subgtantidly if you replicated some of the
things that have gone on in Cdiforniaand the
northwest the past ten years.

| suggest thet this represents avery high
upper bound of what you might want to consider
for that region.

The third study was done by the Northwest
Power Planning Council working closdy with BPA.

| would characterize this as a much more
conservative gpproach. They estimate 3200
average megawatts, cost effective potentia
remake in the year 2020, 2025.

That offsets about 60 percent of demand
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growth under their forecast

Next dide.

Now, because the power planning council
has been around ten or 15 years, and because they
have been pretty much on the mark in terms of
actualy doing conservation assessment
potentids, naturaly, it actudly occurring in
the field, this chart shows where the resources
areactudly buried. It highlights an end-use
approach.

In this study they used a number of around
450 to 600 mils as what you could capturein the
regions over the next 20 years.

It's aamattering of residentid
gopliances, lighting, space conditioning and
commercid gpplications.

| suggest thiskind of andyssiswhat
has been done in Cdifornia, donein the
southwest. But it's the kind of work you have to
do if you want to think about harnessing the
demand side.

Wheét needs to be done to better utilize
demand response resources? Demand responseis
redly at the nexus of wholesde and resale

regulation. Some thinas can be done by FERC, a



lot have to be done by states.

In terms of resource -- | agree with
Peter's comment, it'sredly critica to think
about that kind of what you want to do with the
area of resource adequacy.

As gtates and multi- state users devel op,
their roles and palicies, | suggest you consder
how they might compete fairly in whatever rules
you Set up.

It's dso important to deploy an expanded
metering, hourly systems that enable cusomersto
See time sengitive prices.

In the area of short-term emergency demand
response programs, | would suggest alot of the
Suff utilities report to EIA, it's been around a
long time, not used very often, not clear it
works very well. We learned that in Cdifornia

States should begin to set targets for
load serving entities in terms of what load they
think is gppropriate.

| think you should think of that in terms
of the cost of that gpproach versus what peaking
capacity might cos.

Y ou need to develop a Strategy to

trangtion legacy load demands. Some regions
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have alot of experience, in New England and New
Y ork, of sort of what that process might look
like.

| think the west will haveto look at
that. 'Y ou should think about setting payments to
reflect value of system reliahility to cusomers
pretty explicitly.

In the area of energy efficiency, | think
we have learned over the last ten or 15 years
resource potentia can be most effectively
captured through a combination of palicies.
Appliance efficiency standards, updated building
codes, ratepayer funded programs and other
policies and strategies states adopt.

In those States that are consdering
integrated resource planning, again, those
planning processes should condder dl the source
options to meet existing needs and think about
them in terms of codt effectiveness.

States should aso consider establishing
or increasng ratepayer system benefit funds.

Y ou might want to consider looking at
energy efficiency performance dandards. That is
the approach Texas has adopted, where 10 percent

of load arowth ismet by efficiency. An

63



interesting concept, and it seems to be working
pretty well.

Y ou need to aso address rate-making
disncentivesto utilities and/or consider other
entities to administer EE programs.

Thank you.

MR. MILES: Thank you.

Any comments, reactions, questions?

Y ou've heard alot about reserve margins,
five-year versus 15-year contracts.

MR. PLATT: | just got agasprice
reduction, which isinteresting. The DSM doesn't
show up in my hill that would have ahigh ges
price.

It will probably be another eight months
or whatever before today's gas market is
reflected in locd hills

| would ask Charles to comment on the
ggnds

MR. GOLDMAN: 1| just camefrom the
meetings where we were on the Electric and Gas
Consumer Affairs Committee. Had severd pands
on thelooming gas crigsin thewest. | do
think it's clear, the price Sgnd is tranamitted

rather dowly to some customers.



It was somewhat humbling to see the gas
price forecast out there and what they might
imply about feedback in terms of the eectric
market aswdl asresdentid gas cusomers. |
think it's-- alot of commissons are looking at
that pretty closdly.

MR. MILES. Quedtions from the audience?

MR. SOPKIN: | would firgt like to welcome
Chairman Wood and Commissioner Browndll. I'm the
new chairman of the Public Utilities Commisson,
| hope you enjoy our beautiful state.

When | think about thisissue, one of the
panel members taked about having adiverse
portfolio of energy resources, which certainly
makes sense.

But there are alot of uncertainties about
each eement of themix. Naturd gas, thereisa
huge uncertainty about the future of prices,
because we can't predict the weather and because
we have sgnificant supply concerns that
apparently won't be fixed for severd years.

The LNG market isaway, it'sfiveto ten
yearsaway. There doesn't seem to be much
increase in production at the domestic level.

When | think about cod, we have avery
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huge uncertainty, which is whether the federa
government is going to sart regulating or
limiting the amount of CO2. And that certainly
affects whether that becomes part of the mix.

Y ou dso have sgnificant capitd and
return issues with cod because of theinitia
outlay and severd years of not earning areturn
on that.

And then we have wind and the uncertain
issue of whether federal subsdies are going to
continue with wind.

At least from my own standpoint, it's
difficult to measure what the associated costs of
wind are, the backup costs, the costs of digpatch
and cost of trangtion, because it redly hasn't
been tracked and we don't seem to get alot of
independent studies about those sorts of things.

When | look at dl this, | guessthisisa
difficult question, how is aregulator to compare
these things on an applesto apples basis,
question number one.

Question two, how can the federa
government provide more assurance to the sates
regarding pollution controls and subsdies?

Anvbody can take a gtab at this.
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MS. FOLLOWILL: Don't put dl your
electric assets into one basket because you don't
know what is going to happen, that iswhy you
have avariety of assets, aswouldn't put al
your stocks into one basket.

Y ou make your own judgment. Sometimes you
areright, sometimes you are wrong.

| have my own opinion, but sometimes I'm
right and sometimes I'm wrong, too.

Asfar aswhat the federd government can
do, the uncertainty on the environmenta issues
arekey. We need to get past what the standards
are going to be and resolve it quickly.

So as much as you can to push that
forward, you do what you can.

I know alot of folks are looking at
building new cod-fired plants, with the big
uncertainties -- (inaudible).

MR. MORITZBURKE: Firg of dl, good luck.
It's extremely complicated. | think it in part
depends on the gppetite of utilities and
commissons tha regulate the utilitiesto Sign
contracts to support the different risks.

Cod generation, with dl the appropriate

mitioation technoloaies for current and future



regulations, those technologies are available,
those cogts can be incurred. It just depends how
you want to work them back into the rate base.

It is going to require contracts in order
to do that. So those contracts are either going
to be -- ather will come from the Commisson
level within the gates or, if you -- or capacity
market, that will Sgnd vadue of that going
forward.

MR. SOPKIN: Thank you.

MR. MILES: Good.

MR. GOLDMAN: | would urge you to think
about the apples to gpples basis and include the
demand sde as part of the equation.

| would submit the Pecific northwest has
done an excdlent job the last 15 years of
documenting, thinking about energy efficiency and
documenting, evauating what the resource
actualy cost toss acquire.

If you decide to put your eggsin that
basket, | would urge you to require of your
utilities that administer those programs that
they do the same, s0 you can be convinced and
other resources out there can be convinced you

are getting what vou are payina for



MR. PLATT: | think the tremendous response
of the industiry might mitigate alot of concern
over naturd gas and camouflage the disturbing
fundamentals.

Y ou are correct in being nervous about
over the next severd years.

| don't think energy economic planning has
really absorbed that or society has absorbed that
in terms of what else we are going to do if gas
istruly as expensve asit could prove to be and
hurt more people than a mere fertilizer industry,
for example.

| guess another point | would make is that
in any forecast you do look at, you should look
very carefully a the capacity factors being
conddered on the payoff of new generation.

| think that is one of the biggest
problems we are seeing right now in the
performance of (inaudible) is extremdy low
capacity factors.

So what might look good at 80, 85 percent
comparison of cod to gas looks very different at
35 percent. Just keep yoursdlf pushing on those
questions.

MR. SOPKIN: Thank vou.
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MR. ROWE: Bob Rowe, from the Montana
commisson.

| dso want to join in thanking the FERC
for coming out here. This couldn't be a better
topic or moretimely.

It may be I'm than interloper from the
telecommunicationsindustry, but as| hear you
and the preceding speakers describe a couple
important issues, | hear quite arange of
opinions, from gas supply, gas price, what is
going to happen on the new generation Sde, plant
retirements, reserve capacity.

Am | correct thet thereisin fact that
kind of substantia disagreement?

If I am, what is the appropriate response?

In fact, are we, as Richard indicated and others

maybe, ssumbling back towards the old IRP modd?

DR. FOLLOWILL: | don't think thereis
that much disagreement. | think it'sjust the
time we come back in baancein a gpecific region
which could be '06, maybe longer.

Asfar asnaturd gas goes, | think we are
okay for now. But if we get acold winter, dl
bets are off. And beyond isthered question of

what happens.
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| think people are seeing alittle
breathing room. Gas prices come back below $5,
what happens next.

PARTICIPANT: | agreetheissueisredly
in the out years, not the next severd years.
That iswhere my question redly goes.

MR. MILES: | think we havetime --

MR. PLATT: | think we are fully agreed,
actudly.

Firg, I don't think we are okay, | think
that is pretty high. | think thereis some
andyticd uncertainty around Cdifornia, the big
elephant in the west.

| think it'sin the interet of any
consumer driven forum to forecast dire conditions
through as much capacity building as possble.
Y ou have to be aware of vested interests, should
they be part of any assessment.

Another issue | think in Cdliforniais
indeed what demand forecast is assumed. | do
believe most analyzes have a reasorable agreement
over the capacity building now.

| think they agree what is considered and
what is not and what might comein. | think more

uncartainty isin demand.
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Possibly the differences you seein
Cdifornia adequacy is around demand assumptions.

MR. MORITZBURKE: Asafootnoteto the
cost margin discussion, | would agree we are dl
in genera agreement on the generd range of
degree baancing the Cdifornia market.

Demand growth is definitdy a sgnificant
vaiable. In the past we have seen andysts and
generation developers forecast extremdy
aggressve demand growth trgjectories which we
don't believe will cometo pass.

Another key factor isretirements. When
you look at alot of the gas-fired capacity in
the subregions of the west, southwest and
Cdiforniain particular, alot of that capacity
resides within load pockets, so it's required for
reliability must run purposes.

We don't see alot of transmisson
upgrades in those regions to relieve those
condraints.

MR. MILES: Yes?

MR. BAILIS: Thanks. Rich Ballis.

It appears to us one of the biggest
barriers out here in the west to facilitate

expansion of remote coa and cheaper resources,
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renewable and wind, is transmission
infragtructure financing, especidly if it hasto
be done on a participant basis.

The governor did astudy awhile back
being updated, you will hear from Dean Perry
later on that, that shows significant benefits
from building more transmisson especidly across
the region.

But the benefits are widely distributed
amongs dl the dates. If it was dlocated to
just new generators, it would not only cregte
better prices on the margin but reduce congestion
for the competitors.

The question is, how can we overcome this
financing barrier to new transmisson that might
dlow more generation to be built when we see
these multiple state benefits? How can we
resolve that, the allocation?

MR. MILES: Any takers?

MR. PLATT: Ian't there apand that dedls
with that |ater?

(Laughter.)

MR. MILES. We can dways defer the
question until later.

Any comments?
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MR. MORITZBURKE: Contracts, again. To
the extent utilities and commissions are willing
to absorb costs of new transmission development,
resources will bethere. It just takes
contracts.

MR. MILES. Our period for the first pand
has ended. | want to thank the panelists for
ther presentation and hanging in there with the
time condraints. On behdf of the Commisson we
thank you very much.

(Applause).

MR. MILES: Can we have the next
pandids? Fve minutes.

(Recess.)

MR. MILES. Thank you very much for your
cooperation.

Asour last panel, we asked the question
can the new electric generation meet western
demand.

This panel has been asked to address can
natura gas meet future energy needsin the west.

So why don't we begin. Same rules.

Mr. Roger Biemans will be our first
speaker, presdent of EnCana U.S.

MR. BIEMANS: Good afternoon, Rick.
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Welcome to Denver, everyone.

In addition to my day job with EnCana
U.S,, I'm dso vice president of the Independent
Cod Association of Mountain States.

I'm redly here on behdf of the entire
producing community in the Rockies. | would like
to thank the Commission for the opportunity to
speak here today.

Our gory is aout the sgnificant gas
supply potentid of the west, specificdly the
Rockies. Thisregion containsthe largest on
shore reserve potentid of naturd gasinthe
Uu.S.

The federd government, through its vast
land holdings, controls approximately 75 percent
of this resource and has respongbility to ensure
that it is developed and transported to markets
in ardiable and timdy manner.

Currently naturd gas production in the
intermountain west is being condrained, causng
some bases to decline when they should be
increasing production.

Thisis due to combined effects of
bureaucratic delays as well as protests, appeds

and lawsuits by aroups opposed to development of
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any forum on federd land.

As a specific example the Powder River
coal bed natural gasin the Pinedde fidds, dl
of Wyoming could be producing as much asan
additional 3 PCF today. The potentia to grow is
great, but we must find ways to work together and
ensure that this happens.

Whether you look at recent discoveries,
production trends, resource potentid or reserve
growth, everything points to the important role
the intermountain west must play to ensure -- in
ensuring the United States energy security.

Take the following facts and satistics as
evidence of the ggnificance of this region.

Three of the four largest gas discoveries,
on shore gas discoveriesin the last 25 years
have been made herein the Rockies. San Juan
Basin, Powder River, both cod bed natura gas
and Jonah Pineddefieds.

Natura gas production has increased by
more than 500 percent over the last 30 years,
while dl other regionsin the lower 48 have
experienced declines.

(Inaudible).

Tota aas production has arown from a
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mere 9 percent in 1990 to gpproximatey 9 Tcf
today.

The basinsin Wyoming, Colorado, Utah and
New Mexico have an average reserve life index of
14.75 years.

Contrast that to Oklahoma, Texas and
Louiganawhich have an average reserve life of
eight years. It's easy to see why so many are
optimistic about the future growth potentid for
naturd gasin the west.

Y et barriers such as ddays, the
protracted NEPA process and spurious litigation
must be addressed if the region isto reach its
full potentid.

These problems limit the number and
ability of pipdinesto procure long-term
capacity needed to congtruct or expand pipdines.

I'm sure Brian's presentation will further
expound on these factors and the disconnect
between energy pricesin large consuming regions
versus the Rockies.

This disconnect or bass differentid isa
serious economic deterrent for developing our
resources we have here in the Rockies.

Public debate over the natura das



production on federd lands normally focusing on
access, interms of (inaudible).

Although thisis an extremely important
Issue since nearly 36 percent of theregionis
off limits today, it's important o to pay
atention to delays that occur on land dready
leased.

A typicd environmenta impact atement,
EIS, required by NEPA, can take up to four years
to complete, often containing restrictions that
severely restrict access and development.

Additiona access delays are encountered
during the permitting process. The BLM now takes
an average of 175 days to gpprove a permit to
drill awell, a process which its own regulations
say should take no more than 30 days.

Injust four of 25 field offices, thereis
atotd backlog of 1700 permits. | mention the
datigtic not to lay blame on the BLM but to
point out that such federd agencies desperatdy
need funding, resources, manpower and green light
from congressto do ther job more efficiently.

Federd statutes which dlow for public
involvement are misused by obstructionist groups

to dow, if not sop devdopment of naturd das
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with protest and litigetion a every stage of
energy development.

This misuse of the public involvement
processis expensve not only for operators and
federd agencies, but more so for the nation in
terms of natura gas supply and energy costs.

| look forward to working together to
ensure energy demandsare met in an
environmentaly sound and sustainable way.

In closing, we are encouraged by the

adminidration's efforts through the Commisson,

BLM and White House task force to address energy

development in the west.

We recognize there are many issues
remaining to be addressed.

Thank you.

MR. MILES: Thank you.

Our next speaker will talk about Rocky
Mountain infrastructure needs. Brian Jeffries,
vice presdent for marketing, Western Gas
Resources.

MR. JEFFRIES. Thank you. | would liketo
thank the Commission for the opportunity to
present a producer perspective.

| am speaking on behdf of the Independent
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Petroleum Association of Mountain States. As
producers are not an entirely homogenous ot |
would ask you not attribute any of my commentsto
any specific member of our group.

Roger has spoken about the enormous
productive capability of the Rockies, and Jeff
Wright's presentation described the many projects
added to the Rocky Mountain region.

However, many of the projects add capacity
only within the regiona or are part of a
sequence of projects that feed one to the other.

(Inaudible)-- total creates an overstated
impression of the total export capacity out of
the Rockies.

Currently there is excess export capacity
out of Wyoming, Utah and northern Colorado,
roughly haf aTcf today. All thisexcess
capacity isto the northwest down to the San Juan
Basin.

Pipdines to the east of the Rockies
arefull. Onawinter day the excess export
capacity rises to gpproximately a Tcf today as
local loads, Denver and Sdlt Lake absorb supply.

It'simportant to understand in the

Rockies these locd |oads exert sanificant



impact on the value of export capacity and basis.
Projected supply development in the Rockiesis
more than sufficient to absorb this excess
capacity, with capacity in the summer and
shoulder months going firdt.

As supply in the Rockies grows or aslocd
demand in Cdiforniaand specific northwest
changes such asit doesin response to
fluctuating hydrodectric generation
avalability, congestion will occur, price
sgnaswill be sent and discussons of adequate
infrestructure will continue.

Adeguate infrastructure is, however, an
undefined term. | can offer two definitionsto
help. Thefirg isaprice definition.

Infrastructure is adequate for the
congestion on the grid, is not affecting prices
beyond tolerance level for producers or
consumers.

Development is areactionary processin
response to the market conditions. This
definition has replaced ardiability definition,
that isadefinition that dl gasthat needsto
flow can flow somewhere, and al gas tha needs

to be consumed can come from somewhere.
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Prior to deregulation, pricing was not an
issue. With respect to the natura gas grid,
currently dl infrastructure development is done
through participant funding.

As export capacity in the Rockies
continues to build, individud producers will
react to price sgnals caused by congestion and
will fund capacity expanson.

There is widespread agreement that the
FERC's certificate staff does a superb job of
expeditioudy processing gpplications once filed.

Unfortunately for the Rockies, it's been
taking too long to get from a pipeline proposa
to a catificate filing.

At least one recently filed gpplication
represented a project that went through a
five-year trek from itsfirst proposd to
reaching a certificate filing stage.

Unfortunately, | have four suggestions for
the Commission to consider.

Encourage individud commercid decisons,
support potentid expansion projects and get
those projectsto afiling stage sooner.

Fird, in no particular order, dlow

shippers and pipelines to share the risks and
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rewards of the actua market vaue of expanson
capacity through index to index contracts that
are subject to caps and floors on the absolute
rate.

Floors and caps on absolute rates can
address the Commission's concerns over market
power of pipelines and shipper indifference to
the rate.

Periodic true up caculations based on
cumulative revenues can be built into the retes
fromtimetotime.

These type agreements would dlow a
shipper and pipdine to share benefits and risks
once constructed capacity is at various times too
much or not enough.

Second, the Commission should consider
walving the cap on capacity release rates for at
leest the initid term of expansion agreements.
To the extent a producer has contracted for
expanson capacity and can't useit, the current
cap of release rates over only the prospect of
lesser (inaudible).

Currently, the only mechaniam to capture
vaue of capacity that isworth more than its

cost isto buy and sdll third party das across
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the unused capacity.

Not al producers arein apostion to
take on the additiona costs and risks associated
with third party marketing.

Third, the Commission should consider
granting greeter latitude in the gpplication that
the shipper must havetitle.

The gtate of Colorado has granted Wyoming
pipeline authority to be able to take capacity on
the pipelines for the purpose of supporting
capacity expansons out of Wyoming to move
additional gasto market.

One posshility isfor the pipeline
authority to track capacity and then make the
capacity available to apool of producer that
when aggregated, represent a stable source of
supply for the capacity.

Under the current rule, the pipeline
authority and producer in the group would have to
routinely engage in a series of short-term
capacity releases to shuffle capacity back and
forth between the producer in the group as
production leves fluctuate.

The pipeline authority would hold the

capacity notice time for the benefit of the



producer group, that would facilitate Wyoming's
innovative effort.

Fourth, it should be open to shorter term
contracts. Not al producers have a production
forecast that can support ten year agreements.
Agreements with three to five-year terms might be
acceptable to a producer, but are not likely to
be made available at reasonable rates.

Compressing ten years of revenue
requirements into three yearswon't work. To
shoulder out-year risks of expanson projects
supported by short-term agreements, pipelines are
going to need market based rate authority to have
a baanced opportunity to earn reasonable return.

Periodic true up cdculaions and rate
caps can restrain the pipdines to areasonable
return.

These four suggestions highway away a
producer can avoid taking dl therisks. If
these are al unacceptable, the only agreement
can be offered to a producer is one with a
ten-year term and fixed rates, expansons will
gl get built.

It will just take larger and longer price

sandsto judtify individua producer-shipper
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decisions to bear dl therisks.

In the meantime, cgpacity not built or
delayed is capacity held off the market.

Thank you.

MR. MILES: Thank you.

Our next spesker isto giveusa
perspective on environmenta impacts of
developing cod bed methane technology, gas
availability in the wes.

Brad Bartlett is an attorney with the Land
and Water Fund of the Rockies.

Brad.

MR. BARTLETT: Thank you for the
opportunity to speak today.

MR. MILES: You might want to put the
microphone closer.

MR. BARTLETT: | am counsd for the Land
and Water Fund in Boulder. | work on public
lands issues in Colorado and New Mexico and
specificdly the impacts of oil and gas
development on federd public lands.

In my work | represent western ranchers,
hunters, tribd members, conservationidts, grass
root citizen groups and grass root tribd citizen

aroups, dl of whom struaole dally with current
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and proposed environmenta impacts of development
on public lands.

I'm an ardent believer in our public land
sysem. Thereisno greater democratic idea than
the public lands held and managed in public
wedlth.

There can be a disparity of influence that
has become inherent and omnipresent in our public
land system whereby very powerful influence that
often serves to dwarf the power and voice of
every day citizens.

I'm here today to tak about the myth thet
public lands are, quote-unquote, locked up from
oil and gas development.

There are very few areas of our public
lands that are off limitsto oil and gas
development. Furthermore, because of the vast
mgority of federa public lands being open to
development the issues around the west is how do
we do oil and gas development on public lands
right.

By way of background, which | believe
Roger referred to, the Rocky Mountain west
contains more natura gas than any other region

in the lower 48 dates.
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It holds nearly 41 percent of the
estimated proven and potentid gas reservesin
the U.S. and produces about 20 percent of the
nation's naturd gas.

Currently, Rocky Mountain west is home to
more than 110,000 permitted wells on our federa
public lands.

With regard to coa bed methane, itisa
relaively new industry to thewest. Cod bed
methaneis natura gastrapped in cod seams
whereby water pressure causes the gasto be
absorbed on the surface of cod.

To release the gas, methane operators
drill cod seam agquifers and pump out
groundwater.

This reduces water pressure, allowing
methane molecules to escape to the surface.

Most methane wastewater is discharged into
our nation's rivers or streams or unlined
impoundments.

While potentidly potable, this water
contains sdts that can permanently impact soils,
unable to support plants and unusable for
livestock and wildlife.

In addition, it dries up streams and
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spring fed creeks.

Most states don't require operatorsto
obtain water rights or beneficia use permitsto
take the water out of the ground for the methane
development.

Regardless, the west isakey region for
cod bed methane production, the most prolific
cod bed methane production isin the San Juan
and Powder River in Wyoming.

Agan, thereis an impresson federd
lands are off limits to federd development.
However, gatistics from the federa land
management agencies themsdaves hold thisto be
untrue.

If welook at BLM public lands on a date
by state basis, starting with Colorado, Colorado,
there are gpproximatdly 16 million acres of BLM
public lands open to oil and gas production at
thistime.

There are approximately 600,000, or less
than 4 percent of those lands that are closed,
specificaly closed to ail and gas development.

In the state of New Mexico there are
goproximately 28 million acres open to ail and

aas development on BLM public land.
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There are gpproximately 1.3 million acres
closed, or 4 percent of those lands closed to ail
and gas devel opment.

If you look at the Rocky Mountain west on
the whole and Rocky Mountain states in totdity
there are gpproximately 110 million acres open to
oil and gas development currently. Thet is
93 percent the public lands out there, and only 7
million closed to il and gas devel opment, about
7 percent of the BLM public lands in the Rocky
Mountain states.

The lands closed to ail and gas drilling
represent the modest amount of protected areasin
the west where oil and gas drilling has been
deemed by congress or the executive to be
incons stent with the lands's specid or
intringc values

What about the other 93 percent of our
public lands? The vast mgority of these public
lands are truly open for business.

Look at the Powder River Basin which was
dluded to earlier. In Montana, BLM is currently
cdling for up to 26,000 wells to be drilled over
the next 20 years.

In the Powder River, they are cdllina for
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drilling 40,000 cod bed methane wellsin the
next ten years. And San Juan Baan, with
approximately 18 to 20,000 active wells, they are
cdling for an additiond 10,000 wdlls over the
next ten years and would alow for 36,000 acres
of additiona land disturbance, impacts on
thousands of cultural resources and tens of
thousands of additiond air pollutant
(inaudible).

Given the current proposed level of ail
and gas development in the Rocky Mountain west,
the question many Westerners are asking is not
how we accelerate oil and gas production on the
public lands, but how do we do such devel opment
responsbility, by safeguarding our nation's
specid public lands, the mgority of which are
not off limits

By protecting clean water, wildlife and
traditional economies. By holding the industry
accountable for cleanup and mitigation. And by
any harmful subsidiesthat discourage devel opment
and use of renewable energy.

Some federd agency -- agencies should be
providing a greater leve of accountability. In

addition the industry should be takina the lead
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as land stewards and not smply land devel opers.

In s0 doing the government and industry
should work to prioritize the best long-term
interests of the western communities rather than
emphadzing streamlining, fast tracking,
expediting production over the short-term
planning horizon, they should be prioritizing the
hedth of the land by directing as required by
law that lands impacted by oil and gas are fully
restored and fully reclamed.

They should be working to require and
utilize dternative drilling and reclamation
technologies as a means of protecting the west's
specid places on public lands and as a means of
reducing the footprint of conventiond oil and
gas devel opment.

They should formulate dternatives to ail
and gas development emphasizing stable long-term
production whereby minerd development would be
managed to minimize boom and bust cycles
providing for sustainable economic growth and
associated revenue streams.

In sum, industry and government need to
work with citizens to reduce the gigantic

footprint now beina left on public lands by



current oil and gas developers.

MR. MILES: Thank you.

Our next speaker will talk about therole
of liquefied naturd gas and gas supplies.

Heis presdent of Sempra Globd.

MR. HULSE: Thank you. | appreciatethe
opportunity to be with you today to talk about
the North American gas supply Stuation and THE
role of liquefied naturd gas can play to ensure
we have plentiful gas supplies for severd years
to come.

In the brief moments | have | would like
to focus on some key understandings and afew
recommendations that are necessary for LNG to
help solve our gas supply problem.

| will be referring to a hand-out that was
a the door with the gas supply pictures.

Fird, | think we must first understand we
need to recognize we actudly have agas supply
problem. The problem is long-term and will
require long-term solutions.

Pease refer to dide 1.

What is shown hereisahistory of U.S.
consumption of natural gas since 1970 and the

production of dasin the lower 48 sates.



Since the deregulation of gasin the mid
'80s, U.S. demand has outpaced production and the
gap iswidening.

Canada has stepped in to fill that gap.

But the days are behind us. Our neighbors to the
north will no longer be able to make up the
difference.

We need to |ook to new sourcesto obtain
our supplies. There are widely diverse opinions
asto the future, as you can see from that graph.
It's Sempra's opinion that we have peaked
production in North Americaand that North
Americawill no longer be able to produce enough
gasto maintain current levels of production let
alone meet projected increase in demand.

We fed there have been overly optimigtic
production projections and very speculative
demand projections.

Thefact is, we cannot consume more than
we can supply and pricesthe rise until there are
aufficient reductions in consumption to bring
supply and demand into perfect harmony. We are
experiencing the economic impact of a supply
shortage.

Second undersandina. We need to



understand we will not be able to solve our gas
supply problem with what | cal the domestic
drill bit.

If you will refer to dide 2.

Here we have asmilar curve showing ail
consumption and our domestic production.

Note we pesked domestic production in oil
in 1970. Even the additions of Alaska, which
were very sgnificant, and deep water Gulf of
Mexico, which we are starting to see, could not
overcome the decline. We now import over
60 percent of our oil consumption.

We submit U.S. gas production will follow
asmilar course.

Third underganding. Theworld has
abundant supplies of proven gas reserves.

If you will refer to chart 3.

Thereis roughly 6,000 trillion cubic feet
of proven gasresarvesin theworld. Theworld's
gas users consume 85 trillion feet a year.
Therefore, we can supply the world market for
roughly 70 years.

North America represents 31 percent of the

world's gas market. When domestic gas supplies

are between $3.50 and $4 on asustained basis, we
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believe there will be actud competition amongst
gas suppliersto capture aplace in this, the
largest gas market.

What do we need to do to enable LNG to
enter this market? We need to expeditioudy
permit and congtruct severd receipt facilities.

We are severdly lacking the necessary
facilities to import large quantities of LNG to
fill the supply gep.

When we peaked oil production we were
aready importing 30 percent of our supply needs.
It was easy to ramp up imports.

We do not have the same luxury with our
current gas situation.

Two. We need to ensure that the public,
to the public, that dl the new fadilities will
be congtructed to the industry's more stringent
safety standards.

We can take no shortcuts here. The LNG
industry has enjoyed an impeccable safety record
for more than 35 years. We should do nothing to
jeopardize that record. Public confidenceis a
stake.

In the United States, because we had a

brief moment where we entered the LNG market and
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let it idle for 20 years, we need to look at new
standards and update our standards and make them
current.

There are better standards in the world
today.

Three, we need to adopt uniform pipeline
gas quaity specifications. We must make sure we
are not limiting our ability to attract multiple
gas supplies by demanding restricted pipeline
qudity specifications.

Let megiveyou anexample. In
Cdifornia, the Cdifornia Air Resources Board
adopted a very stringent gas supply standard to
meet the requirements of compressed naturd gas
vehicles.

Now thisisavery smdl amount of
consumption. Ye, it has set the pipdine
qudity specification for Southern Cdifornia.
Seemslike a benign act.

But if we were to leave that standard in
place in the pipdine sysemsin Cdiforniawe
would not be able to attract asingle supply
source that currently produces LNG in Cdifornia
without modifying the LNG.

If we were to revert to the pre CNG



vehicle specification we could attract supplies
from 12 countries that currently produce LNG.

Now that is not just a Cdifornia problem,
we are looking & it as adomestic problem in the
U.S. That needsto be addressed. And we need to
be able to not limit the supply sources of LNG if
you are to solve our LNG or our gas problem
through imports.

It'sonly by acknowledging that we have a
gas supply problem and that the solution rests
with imported gas in the form of LNG will we be
able to avoid future shortages.

History has shown that shortages lead to
higher prices, false dlegations and the loss of
credibility with customers and in the court of
public opinion.

Thank you.

MR. MILES: Thank you.

Our next speeker is Bill Bingham, acting
business leader for the Commodity Unit at the
National Energy Board.

MR. BINGHAM: Thank you and good
afternoon.

Chairman Wood, Commissoner Brownéll, |

want to thank the Commission for providing usthe



opportunity to be here this afternoon and speak
to you on Canadian gas supplies.

Gas exports from Canada to the United
States have more than quadrupled over the past 20
years. To reach thislevel Canada exports more
than half its domestic gas production.

During caendar year 2002, for example,
Canada supplied the United States with 3.5 Tcf of
gas or 56 percent of its gas production.

These exports satisfied over 15 percent of
U.S. gas needs, most in the midwest and northwest
markets, but a Tcf found its way to the western
market.

Canada has been exporting alot of gas,
and we expect we will be able to continue to do
that and be a rdiable supplier for sometime,

Of note, though, last year aso broke the
long dring of annudly increasing exportsto the
United States. Actual exports of gas production
were down dightly in 2001.

At thispoint | would like to take afew
moments to examine recent performance of the
western Canada basin and the future of the
Canadian gas supply.

| brouaht dona a hand-out in the back of
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the room.

The firg chart shows gas supply in the
western basin has been responding to drilling,
with you in an ever diminishing fashion. At the
beginning of the last decade a doubling from two
to four thousand wells annudly increased gas
supply by 30 percent.

More recently a doubling in drilling from
four thousand to eight thousand wells annudly
has only increased gas supply 10 percent.

The modest response or as | mentioned a
moment ago, the dight decline in production last
year, as was suggested a moment ago, has led many
to speculate the western basin has findly
declined.

Alberta, which accounts for about
80 percent of gas supply has been experiencing
declinesin quarterly production since late 2001.
However this decline has been offset by growthin
British Columbiafor awhile, but recently
British Columbia joined Albertawith declines.

On a brighter note, producers have been
responding to price ignas. Now that our rainy
and snowy weether has passed, drilling rigs are

drilling a arate exceeding that of 2001.
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If this continues production from the
western basin should gabilize from last year.

The third chart presents the outlook of
gas supplies over the long term.  This was taken
from our recently released supply and demand
report entitled Canada's Energy Future, Scenarios
for Supply and Demand to 2025.

We used the scenario approach to better
understand the forces impact on Canadain the
future and issues associated with the evolving
gas markets.

We created and explored in detall two
different plausible energy futures for cad
Canada. These are cdled supply push
(inaudible).

| don't want to spoil the fun by getting
into the details, but | will share the results
with you.

With those scenarios it looks like
conventiond gas production from the western
basin will remain essentidly flat to the end of
the decade, a which point it will gart to
decline.

With this, we expect an accompanying

Fries of adiugments ranaina from increasesin
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gas production from other basinsto development
of unconventiond gas.

Colleagues on the pand have discussed the
growing importance to U.S. gas supply. Our
scenario dso indicate CBM will be perhaps as
high as 4 Pcf per day.

However, for the time being development is
inavery early sage. We have about 20 pilot
projects right now.

We (inaudible) for awhopping 10 million
cubic feet aday order of magnitude than my
friend have been talking about. But we are just
getting Sarted.

A recent development in Canada was the
filing of a preiminary information package by
the producer group that aims at development of
the Mckenzie gas project.

An application to the board is expected by

next soring. Thetimelineisfor regulatory

gpprova by 2006, congtruction during the summer

seasons of 2007 and '08, and for gasto flow in
20009.

Initid desgn of the pipdineis 1.2 Bcf
per day with aeasy expansonto 1.9.

In this connection we are aware of

102



exploration being conducted inthe areaand is
goparently very promising.

In summary, the days of easy production
increases in Canada may well be behind us.

However, continued development of this
large resource base, potentid development of
CBM, further offshore development on the East
Coast and northern gas, Canadawill remain a
sgnificant producer and primary supplier of
natura gas to the United States for sometime.

Thank you very much.

MR. MILES: Thank you.

Our next speaker isto give usaMexican
update.

Francisco de lalda, generd director,
Economic Policy Unit, Commission of Energy
Regulation.

MR. DelalSLA: | gppreciatethat. |

want to thank the Commission, Chairman,

Commissioner and dl of you for your patience to

lisen to me the next few minutes.
| will try to give you a very brief
overview of what the supply isin Mexico.
| have to say, as I'm sure most of you

know, it isin stark contrast with what happens
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in Canada and the U.S.

Y our energy sector is driven by market
forces. Ours, legd monopolies both in the power
sector and private (inaudible).

Asyou know, Pemex isthe legd monopoly
in production of natural gas. Also, it'sa
consumer. This has an importance | will try to
underline later.

In 2002 Pemex produced 4.1 Bcf dally,
amogt haf of which it consumed under a number
of purposes because, as you know, it'san
integrated producer that ranges from basic
petrochemicds to refining and exploration and
production.

Total demand was 2.8 Bcf. Soweare
certanly taking of varied degreesin
importance.

In the last few years, though, demand has
gradualy outpaced production. The main reason
for thisisthat most of the production was
asociated gas in the southern Gulf of Mexico.
And because of that production was tied to the
policy mandating the ail output.

It was not until 1998 that Pemex started

producing nor-associated gasin alaroe scae.
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Thisisbascaly reserves stuated or located in
the northeast of the country, southwest of Texas,
for your reference.

Another important part to this continuous
dack or lag in the production with reference to
demand isthat from a number of years ago, CFE,
the power monopoly, decided to concentrate on
naturd gas as asource of eectricity generation
and, therefore, started developing dl its
expanson plans under this type of technology.

Now, current forecasts shows, these are
published and annually by the Secretary of
Energy, isthat thistrend will keep on for the
next few years.

For the period 2003 to 2010, domestic
amount is expected to grow at a 9.1 percent rate.

Supply on the other hand is 1 percent
lower than that. That meansimportswill have to
grow around 13 percent yearly.

Now thisis an outlook made 2002, and we
expect it will be corrected downwards the next
year, because of current market conditions.

Now, imba ances resulting from this

excessve demand have to be tackled in some way.

The country has remainina reserves of 65 trillion
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cubic feet, most of which arein the northeast of
the country.

21 trillion of these are proven reserves,
and of those, dightly lessthan hdf arein the
south.

Apart from this effort, this naturd
resource asset, Pemex isincreasng production of
naturd ges.

It isdoing S0 in various ways, under
specific investment programs cdled strategic
programs, gas updated programs.

Also through anumber of contract services
that it hastried to offer, inwhich it offersa
specific areas for development through private
companies.

It's dso doing some efficiency gans,
making more available output for the market.

Throughout dl of thisis an expected
fdl, not acute, but an expected fdl sarting
2004 with regards to imports.

For the future years we are in need of
imports from U.S. and LNG. Imports, asyou know,
come basicdly from the south of Texasand to a
lesser extent from Caribbean and other places.

Currently there are four LNG projectsin
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the Pacific, dready mentioned by Jeff. Four in
the Bga peninaula, four very closeto the
border, and the others afew miles away.

Rick, could I have the second of the
dides, please, just to give you some figures
about that.

All these gpplications have been made, put
forward to the Commission. They have been
andyzed.

There has also dready been one permit
granted.

For the other three, responseisto be
made shortly.

Now, we don't know how many of these
projects will be put in place. But we expect one
or a least two to start operations as scheduled.

What this meansis a new source of supply
for the northwestern part of Mexico. But because
thereis not redly a greet amount of demand in
thisarea, most of this gas would go into the
Uu.S.

On the other side of our -- on the Gulf
sde, thereisaproject basicdly for generation
pUrpOSES.

Itisat public bid by CFE and it's
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expected, at |east stated to start in 2006.
Badcdly, that is the current outlook on
supplies.

| would like to make just afew quick
conclusons.

We have dight deficit for next years. We
are expecting energy and importsto fill the
void.

Even though we have the resources to
tackle this problem, because it is partly
paliticd it isin the hands of government and
congress to turn that potentia into aredity.

Thank you very much.

MR. MILES: Thank you.

Our last paneligt isKirk Morgan. Heis
going to spesk on interstate pipdine

ddiverability issues. Heisvice presdent for

Marketing and Regulatory Affarsfor Kern River

Gas Trangmission Company.

MR. MORGAN: Thank you. | want to thank

the Commission for the opportunity to present

Kern River's views with regard to congtruction in

the west.
Firg, | would review recent

infrastructure developments.
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And secondly, to describe some of the
market changes that have occurred since new
infrastructure has been added.

Thirdly, | want to discuss future market
drivers.

Beginning in 2000 the need for energy
infrastructure investments was evident across the
entire energy supply chain. Exploraion and
production, gathering and processing, power
generation, interdate and intrastate pipelines,
aswdl| as ectric transmisson.

There has been sgnificant new capacity
brought on line. In the pipeline area, 1.6 Bcf
of new interstate capacity has been constructed
to Cdifornia

Kern River represented alittle over a Bcf
of that capacity, and there is another 320
million cubic feet per day on the way with El
Paso's power expansion.

Nearly 4,000 megawaitts of new power
generation have been completed in Cdifornia,
Arizona, Nevada and Bga, Cdifornia, and there
continues to be over 8,000 megawatts currently
under congtruction.

We bdieve reserve marains have been
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restored and indeed, capacity has been over built
in some areas forcing some congruction plansto
be suspended or deferred.

Wyoming production done has surged over
one and ahdf Bcf aday snce 1998, and overdl
production is now over 6.2 Bcf in the northern
Rockies.

Despite these investments capacity
congraints and regulatory barriers continue to
restrain gas on gas competition.

In Cdifornia, SOCAL take-away capacity is
adequate to ensure riability but insufficient
to provide gas on gas competition.

Supply basin fundamentals have changed and
Cdiforniawants additiond Rocky Mountain gas.
But SOCAL gas capacity alocation procedures

prevent 3 hundred million cubic feet aday of

Rocky Mountain gas from competing in the market.

Thereis apreference for historic gas
flows, and SOCAL needs to implement the gas
industry restructuring.

Kern River currently provides the lowest
cost delivered gasin Cdifornia. Yet, the CPC
has ordered utilities to take El Paso capacity

auaranteaina full rate recovery without
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condderation of competing options.

Projects are risky enough without
intervention to tilt the competitive playing
fidd.

As mentioned earlier gas supply
fundamentas have changed. Permian and San Juan
production isflat to declining, and growing
Arizona and New Mexico markets will increase
pressure.

Increased reliance on these supply basins
would be misguided & thistime.

LNG suppliesmay have arole but are
uncertain dueto risk involving licensing,
scheduling, congtruction costs, politics and
safety and environmental concerns.

Also, as mentioned, western Canadalis
recently in decline with lower initid production
rates and high decline rates.

There is dso the looming issue over
Alberta oil sands development which threatensto
curtall exportsto the U.S.

Mckenzie gas may be on the way within the
decade but there are two Bcf of available
capacity on trance Canada which could consume the

Mckenzie gas. Thereis no quarantee that aas
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will make it to western markets.

Rocky supply is proven and pipdine
projects are predictable relative to LNG or
frontier pipelines.

Kern River recent expansion has changed
the market. Almost overnight gas prices have
been reconnected in the region. 1t opened with a
95 percent load factor and is running at full
capacity today.

On average we now deliver 900 million
cubic feet of gasto Cdifornia, gpproximatey
18 percent, up from 7 percent prior to the
expanson.

Canadian and southwest supplies are being
displaced by approximately 400 million aday and
200 million respectively.

Stll, there is need for new
infrastructure, but the interstate pipelines are
not oeculaive investments. Long-term contracts
are essentid to atract investment capitd.

However, the financid condition of many
partiesis not conducive to long-term contracts.
Production aggregators are less prominent in the
marketplace and producers must get their gasto

trade in hubs.
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Thereisaneed for supply area
infrastructure, and producers will need to step
up and take capacity to ensure their gas getsto
trading hubs.

For example, on Kern River's recent
expanson, 94 percent of the capacity was taken
by electric generators and market affiliates
(inaudible).

Only two percent of time was subscribed by
producers.

Supply area projects need producer
support.

Findly, recent expansons were driven by
explosve market growth in power generation and
true capacity shortage.

Changesin supply basin preference and
pipe-on-pipe competition will help drive new
efforts.

Kern River iswell postioned, can be
economicaly expanded, and we are prepared to
make additional investments to meet market
requirements.

Thank you.

MR. MILES: Thank you.

Anvy questions, observations?
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Mr. Chairman?

CHAIRMAN WOOD: You and Brian had an
interesting, | guess book ends. Not quite book
ends, but comment on what it takes the producer
to get into supporting some pipeline expangon.

Would you agree with the four points Brian
laid out, if you can recdl them?

MR. MORGAN: | guess| think particularly
smal producer have been used to sdling gas at
the wellhead.

Market used to include Enron and alot of
the large marketers who have been willing to take
therisk of capacity have backed out of that and
now producers are finding it difficult to get
their gas to trading hubs.

I'm not sure | recall each of the four
points, Brian. Do you want to say what they are
agan quickly?

MR. JEFFRIES. The ability to do flexible
contracts, referred to asindex to index
contracts. Suggested that some relaxation of the
shipper hold title rule.

The ability for pipdinesto haveto
partidly support a project with short-term

aoreements, provided the pipeines an opportunity
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for market based rates on the back end gap, if
you will.

And the fourth.

CHAIRMAN WOQD: Capacity release.

MR. EFFRIES. Thank you very much. I'm
glad you remembered.

MR. MORGAN: On the index-to-index dedls,
we do support that. We have done those on Kern
River. Wethink they should be continued.

| recognize the recent order has proposed
eiminating those. But | do think they st the
right price sgnds.

With regard to price caps on capacity
release, | suppose we think that just forces
transactions into the gray market. They are not
redly an effective restraint on control of
prices. Marketers and producers will just bundle
sarvice and do by sdf transactions.

Shorter term contracts, Kern River has
offered differentiating rates, we have ten and 15
year rates. | redizethat isnot what you are
necessarily looking for.

But pipelines are very long-term
investments, and the business is becoming quite

risky. We have chased our fourth shipper into



bankruptcy here recently.

And between creditworthy standards and
long-term contracts, we need to have both strong
term -- long-term contracts and creditworthy
shippers to attract investment capitd.

MR. JEFFRIES. If | can offer upjust a
partid rebutta to acomment he made about
producers stepping up to the plate.

It's true, the shipper you described on
the Kern River expanson but virtudly a
hundred percent of thetrail blazers reached
expanson supported by producers, agoodly
portion of the grasdand expanson are producer
supported.

So it's not correct to say producers are
not stepping up. It'sjust anissuethat is
increesingly difficult for them.

For many producers, going into the gray
market to get the value of their cgpacity is not
avalable to them, they are not dl in a pogtion
to be amarketer and with the merchant
aggregators out of the business, we need a new

class of people to step up, smdler producers

step up and take capacity, we need to create some

flexibility for them to be able to do s0.
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MR. MORGAN: | agree. Actudly, Kern
River was origindly built as a producer
pipeline, probably 80 percent of the vintage
capacity isheld by producers.

Soit'sjust an observation of the latest
expansion, producers who were complaining the
loudest about price disconnects elected not to
participate.

CHAIRMAN WOOD: Francisco, aquestion for
you. | notice there were four potentid permits
on the northern Bga peninsula. How many of
those do you think will be ultimatdly in service?

MR. DelalSLA: Wéll, as| said before,
it'sjust a matter of feding here. Therésno
-- well, | think dl of them. But we haveredly
just the feding that maybe one, two a most will
be functioning.

CHAIRMAN WOOQOD: From the permitting Side,
that requires approva from the CRE. And who
else?

MR. DelalSLA: It'slocal authorities
particularly. And, yes, we (inaudible) that
enables the operation of a company on technica
and economic returns.

But whatever hasto do with the
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environment is part of federd -- (inaudible).

CHAIRMAN WOOD: Thank you.

MR. MILES: Other questions?

Yes?

MR. IRVIN: If I could, Jm Irvin, with
the Arizona commission.

Thisis-- you indicated LNG isalife
safer. Yesterday, the gas days, the outlook
didn't quite put it asalife safer. I'm looking
a the comments made by Kirk.

Would you agree? Kirk talks about LNG
supplies may have arole. But the uncertainty
thereistremendous. What is the redity?

We've got one LNG permitted in Cdifornia
That obvioudly islimited.

What isthe redlity of getting these
things? And how much canit redly reduce or can
we count on that reduction?

And the last question would be, do you
require the same long-term contracting thet the
regular natura gas requires?

MR. HULSE: Let meseeif | can address
that.

Thefirg question, | think you need to

understand that we do not think vou will ever
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solve our gas problem with the drill bit. 1 go
back to the oil production as somewhat history
and evidence of that.

We are going to have to import gas or we
are going to have to diminate our dependency
upon gas asafud.

If we want to keep the infrastructure we
have designed, if we want to keep the power
plants we have built, if we want to enjoy the
environmenta benefits we have gained from gas,
we will have to find gas outsde of our domestic
production.

The world has sufficient supplies for
that.

I think it will flow here when it's
economic to do so. And the price range between
3.50 and $4 will cause sufficient gas supplies
around the world to flow here thet is currently
stranded to a supplier either looks at it and
says| ether need to wait 70 years to get this
gas| found to market or | need to get aplacein
the market.

So | think from a stranded gas scenario
the suppliers will capture the market on that

bass.
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Isitviable? Yeeh, | think it's vigble,
aslong as we can build sufficient receipt
facilitiesto get it here.

And the suppliers know that thereisa
reliable market, and the price Sgnds are there
to dlow the infrastructure to be built on the
other end, which isavery large infrastructure
to get the gas supplies here but you know, we
even need to retool or we need -- in other words,
retool everything that consumes gas and switch to
another fud or we just need to get more of the
same fud.

MR. MORGAN: Let mefollow up on that.
LNG ddiverieswould be very high pressure
deliveries,

Do you fed like the intrastate from a
dructurein Cdiforniais 9zed right to accept
the kind of pressure that LNG would be delivering
generdly, a continuum from the east to the west
where it has alower pressure sysem?

MR. HULSE: Theided placesto bring LNG
into North America are either in the Gulf Coadt,
where we currently have plenty of take away pipe
sysemsto ddiver it to the marketsin the north

east and midwest and west coast, or put it at the
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end of the pipe, which means right near the
market, the northeast or the Cdiforniaarea.

So those would be the most ided placesto
gtethis.

Gas, you know, the LNG is not high
pressure when it's stored. It's at just dightly
above atmospheric pressure. It'sinaliquid
state.

We pressure it up to put it in whatever
pipdine sysem it will go in. Y ou do that with
pumps, not compressors, because it's more
efficient to do tht.

Soinaliquid gateit's pumped through a
heat exchange, then it converts fter it dready
has the driving pressure behind it, it converts
back into a gaseous State.

MR. ELLENBECKER: (Inaudible) Wyoming
commisson.

What are the missing congressiond
production incentives for naturd ges.

MR. BIEMANS: | don't know that requires
production incentives so much (inaudible) to do
what we do well, that is get on theland to
extract the resources. (Inaudible).

MR. BARTLETT: | think there are plenty of
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opportunities to withdraw it from theland. To
the extent it's done wisdly (inaudible).

| think that isthe message | conveyed
heretoday. There are subgtantid environmenta
impacts and impacts on loca communities from
going in, putting in ten to 20,000 wdlsina
community, impacts on ranchers and native
communities and impacts on people who are from
these communities and live on thisland.

S0 you have to take those into account.
You just can't go in and open up this place and
have a cycle that is not going to have
irreparable impacts both environmentaly,
culturdly, socidly to these communities and you
have to take those things into account and try to
doit wisdy.

| falled to mention, | did bring some
literature, | brought a big old map in the back
that kind of outlines and identifies the aress of
the west where oil and gas development is
currently hagppening. 1t will give you asense

for the 9ze of the development currently

happening throughout the Rocky Mountain region.

MR. MILES: Thank you. | think on behalf

of the Commission and audience we would like to
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thank the pand for their presentation.

(Applause).

MR. MILES: If | can have the next pand
members come up front, please.

(Recess.)

MR. MILES: Let's begin with your next
pand on eectric transmisson.

For those of you who were here for the
first pand, there was atak about eectric
transmission and the rale it will play in medting
energy demand in the west.

But this pand will focus on dectric
transmission.

We asked them to address can the electric
transmisson system get generation to load
centers.

With that, we will sart with the first
spesker, Mr. Ronald Montagna, Senior Realty
Specidigt, Bureau of Land Management, White

House Energy Task Force.

MR. MONTAGNA: Good afternoon. On behaf
of the White House task force and BLM, | want to

thank the Commission for inviting me here today

to briefly discuss right-of-way planning on

western federd lands.
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Thisis aprocess that has been under
refinement for about 25 years. | have about five
minutes to explainit.

| will briefly discuss the current efforts
by the BLM and Forest Service, Department of
Energy through Argonne Nationa Laboratories and,
hopefully, FERC, with assistance from the Western
Governors Adminigtration and Western Utility
Group to identify and andyze where gppropriate
designated right-of-way corridors on federa
lands.

Before | continue | need to present two
definitions that will be helpful in this
discusson.

Could I have dide one, please?

MR. MILES. Yes.

MR. MONTAGNA: When we tak about
right-of-way corridors, they have rights of way
in them.

A right-of-way is the authorization to use
aparticular piece of either public or Forest
Servicelands.

A transportation utility corridor isa
parcd of land being used as alocation for one

or more of these utility rights of ways.
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The important definition, a designated
right-of-way corridor, a parcd of land with
specific boundariesidentified bisect of water
and land use planning process or some other
management decision as being the preferred
location for existing and future right- of-way
facilities

The corridor may be suitable to
accommodate one or more type of right-of-way or
right-of-way use or facility or one or more
right-of-way uses or facilitieswhich are
amilar, identicad or compatible.

A designated corridor may aready be
occupied by exigting utility fadlities And it
has adequatdly andyzed to provide a high degree
of assurancethat in being identified asa
designated corridor, it can accommodate at least
one new utility fadility.

That is| think two sentences there.

Okay.

Now, before an electric transmission line
can be sted on BLM land, aformal land use
alocation decison must be made. These
decisions are made after appropriate NEPA

anayss and decison must bein conformance with
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an gpproved land use plan.
And a thistime the BLM has very few
valid designated corridors. Therefore, each

proposd for anew dectric transmisson line

must receive a new comprehensve NEPA andysis

and land use plan conformance review.

In mog Stuaionsit will requirealand
use plan amendment.

Side number 3, please.

To greamline this gpplication by
application review, the BLM and Forest Service
with its partners endeavors to implement the
corridor designation provisions of the Federd
Land Policy Management Act.

Hopefully, with adequate budget and
personne support, the federd members of the
partnership will begin to andyze the priority
corridorsin the coming fiscd year.

In the next savera months the BLM and
Forest Service, in consultation with its
partners, will determine if one or more regiond
andysswill take place, or if the corridor
designation process will continue on along-term
locdl land use plan by land use plan basis.

It is currently envisoned that when the
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andysisis complete there will be awest wide
system of designated right-of-way corridors.

Can | have dide 3?

When corridors are designate a proposd
for anew tranamisson line from say Filmore,
Utah, to Sdt Lake City, will be limited to
analysis of the proposed action and no action.
Andysis of other reasonable dternatives and the
cumulative impacts and other critical aspects
will have been completed in the designation
process.

It isthe land use philosophy of the BLM
and task force that a system of designated
corridors will sgnificantly sreamline the
gting process for future individua proposds.

The use of designated corridors will aso
reduce the proliferation of individud rights of
ways and reduce the negative environmenta
impacts of right-of-way construction, operation
and terminations.

Thank you.

MR. MILES: Thank you.

Our next speaker isto tak about mgor
transmisson condraints. Armando Perez, the

director of arid plannina for the Cdifornia
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Independent System Operators.

MR. PEREZ: It'sared pleasureto be
here today.

My discussion today will be based on
something we cdl STEP, an acronym for Southwest
Transmission Expangon Plan.

STEP came about because of discussons
between the Cdifornia and colleague of the Sdt
River project.

It came about because we started to |ook
inthefdl of '02 of the amount of generation
coming into the Nevada region, the Arizona
region, the Mexico region, and immediatdy we
redlized we were going to have a couple problems.

Problem one was going to be congestion and
congestion management, and I'm not going to talk
about that today. That will take 20 minutes.

The second one was, becauise transmission
was not being built, it brought up the issue
about congestion and economic impact on
ratepayers.

We would have to determine what the impact
was and how much transmission should be built to
try to diminate dl or mogt of it.

To do that, we decided to have ameseting
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with everybody that we could think of in the
States that | mentioned, plus Mexico. And
because San Diego is such agreat place to meet
we met there. We did that.

The firg meeting brought three problems
to usimmediaely. One was the resource adequacy
issue that arises when we have 50 people sign up
and a hundred showed up and | have no food.

Second was congestion on the food line.

The third issue and most important to FERC
isthe fact that we have to call for another
order of food and we were not covered by a
contract, so we had to pay red time prices.

Thefirg four didesin here will give
you an idea of the type of participation we had
a the STEP meseting.

That isdl | wanted to show you, alot of
breadth, alot of width and alot of interested
people.

We met because we redly wanted to find
out exactly what people in these states and
Mexico thought about additiond generation we
hadn't thought of .

Especialy we wanted to find out about

transmission projects they have in mind that they
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have not notified me about.

How did we do that? Well, dide 6 gives
you an idea of wha we havein mind. In Arizona
we have 6600 megawatts of new generation planned.
CFT or the portion of Mexico under
government (inaudible) is 1660 megawaitts, and in
Southern Cdlifornia we have 2120 megawatts of new
generation.

Blueline, zero. Why? Wadll, probably a
couple of reasons. Oneis, there was no
requirement for anybody to build transmission.

Second, probably not a very good economic
incentive to build. And more about thet |ater.

After a series of meetings, what we came
up withiskind of awish lis of what everybody
thought they wanted in terms of tranamisson.

One was the converson of an Arizonaline
being presently operated (inaudible). Sowe are
looking at that.

We are looking at additiond facilities
between Arizona and Southern Cdifornia, both in
an additiond line between Pao Verde and another
between the Palo Verde north substations. Also
additiond linein Imperid Vdley going north,

or south to serve the San Diego load. And



additiond transformer cgpacity a McGill
Subgtations.

We had awhole bunch of different talented
engineers who came up with 21 different
dternatives that would put this together that
was going to solve the congestion problems.

And we limited oursavesin most studies
to (inaudible).

Those 21 dternatives were put through a
series of eectricd tests and stability
analyses. (Inaudible) We brought those down to
four AC dternatives and two DC dternatives.

Now | have afelow within my group with a
whole server (inaudible) 24 hours aday, seven
days aweek.

Economic andyd's now beginning to be
complete. We have ameeting yesterday and we
presented the economic results for the first four
AC dternatives. The next two will be done late.

End result will be to determine based on
the congestion costs and production costs exactly
what transmission is judtifiable to be built.

Then we will do that and put it through
the regulatory processto get the proper permits.

From then on, we hope thiswill move into
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the secret process that we don't talk about and
hopefully in the future we would like to Start an
additiond group of subregiond groups, possibly
with the northwest (inaudible) the ones we have
in mind.

That is pretty much where | am.

MR. MILES: Thank you very much.

Our next speaker will talk about
Bonnevillesrolein dl this Vicki VanZandt.

She works with Bonneville Power Adminigtretion,
Isvice presdent of Operation and Planning.

MS. VAN ZANDT: Thanksfor the invitation
to address you today, Chairman Wood and
Commissoner Brownell and state commissioners.

Where does Bonnevillefitinin al of
this? For the most part we haven't built
anything of sgnificant Szein about 15 years as
far as transmisson infrastructure.

We have used controls and low costs and
reactivated conditions to accommodate load growth
in the market as it's matured.

We have pretty much used up the marginin
the grade and now need to build infrastructure
and have some under way | will describein a

minute.
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We heard alittle bit earlier in the
sesson this afternoon that the northern half of
the interconnection was pretty dependent on
hydro.

That is not just the northwest part, but
northern Cdifornia, aswell. So the grid was
built around it. Loss of hydropower generating
resources or changesin hydro-generated patterns
cause stress the grid was never designed to
withstand.

Y ou may recal two years ago, second
driest year in our history, a’ 54 million acre
feet in average on the basin, about 106 is
average. So avery dry year. | have never seen
inthedmost 30 years | have been at the
Bonneville power flowing up the intertiein the
middle of summer from Cdiforniato the
northwest. Just shocking.

So, but we saw that. So we saw
transmission power flows that were very unlike,
very unlike wha we have typicdly seen. It's
usudly in anorth/south direction.

S0 the sysem is exhibiting Sgns of
dress, particularly in the summer. Even though

the northwest is awinter pesker, our summer peak
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IS gpproaching our winter peak. It'svery close
now.

And summertime is when the grid operators
worry the most, where resiliency to disturbances
isless than we need, and smdl changesin flow
over apath, for ingance, resultsin big changes
in bussvoltages. That is one symptom.

Another isthat we have to take big
reductions in cgpability, what we can offer as
well as available transmisson capacity when we
have relatively minor pieces of the
infrastructure out of service for maintenance.

That is another symptom.

Grid operatorsin the northwest are pretty
concerned about the rise of near-misses. We had
avoltage ingtability incident and a path that
was pretty hard to control within safe operating
limits.

These examples are just within the last 45
days.

Infragtructure plans to reinforce some
paths are under way. They have afew purposes,
to reinforce the load centers in the northwes,
to relieve congestion on some mgjor paths and to

restore some riability marain back into the
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grid, which ismy favorite reason.

It's disconcerting to see voltage
fluctuationsin the middle of the night just
because of the particular generating pattern.

So, woefully smdll, | gpologize. Should
have brought an overhead. But here are some of
the things that we have under way.

| think one was referenced in an earlier
presentation. A smdl nine mile reinforcement of
the Puget Sound area. One of the most difficult
thingsto gtein my recollection.

In the mid '80s it was difficult to Site
the cod trip section, this nine-mile section
makes that pale by comparison.

Also from Grand Cooley, the biggest hydro
resource in the northwest, over to the Spokane
area, that one provides some capacity for the
market.

It dso helps us meset our contractual
obligations.

So sometimes when load goes away, that's
not dways good for transmisson congestion.
Location is exceedingly important in both
generation and in -- where loads are.

So sometimes adnk in the form of load on
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one sde of the congtrained path, when that goes
away there is more pressure on the cut plain.

So the Cooley bdt transmission project is
under way, under construction, should be done by
next fal. Not this coming one, but ayear from
now.

The Kingly Lake congtruction project, we
expect to have that done by this December. That
Isimportant to meet Puget Sound load and dso
for Bonneville to meet its treaty obligationsto
the Canadians and entitlement return.

Thethird one is down the center of
Washington gate. It goes roughly from the
Wenatchee area down to the tri-cities or Hanford
area.

That has alot of benefits, mostly
reliability benefits. But it also creetes some
capacity through the center of the state and,
aurprigngly, on the corridor, where it would be
more difficult to build.

So those are the ones under way. We are
a0 replacing our merc/arc vavesin the
northern termina. We are replacing 30-year-old
merc/arc valves to make sure we can retain 3100

meoawatts down to (inaudible) indefinitdy into



the future and some serious capacitiesin the
center of the Sate.

Those are not as hard to do as Siting
lines. They tend to make lines ook shorter so
you can push more power down them.

So we are doing that aswell in avariety
of transformation items.

But thisisjust adart. Itredly is
crippling congestion, it makes the symptoms of
reliability problems back off the nose of the
diff, if youwill. And it adds capacity for new
generators.

But it's not enough.

In addition, we need an improved planning
function pretty much right away and suggest it be
done on asubregiond basis.

Roughly the footprints of the RTOs under
discussion would be maybe a good first sep.

In the northwest we think the best forum
for that would be the transmisson planning
committee of the northwest power pool and are
working with the region to try to make that
happen.

Once the plans are made, though, somebody

needs to come up with the money and actudly have
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it built. So that'sthe hard part.

The northwest recognizes this chalenge
and istaking this up through the RTO's regiond
review group and other transmisson groups with
representation for more of the non-jurisdictiond
entities in our service territory.

Findly, when subregiona plans are made,
they need to be tied together with the
interconnection. | suggest the Sgna group would
be a good entity to take that up.

MR. MILES: Thank you.

Our next speaker is Dean Perry who will
give us areport on the sate of regiond
tranamisson planning.

Dean Perry is chairman of the Planning
Work Group for the Seams Steering Group-Western
| nterconnection.

MR. PERRY: Thank you.

| would like to share with you what we are
doing with sgnificant we, the Seams Steering
Group, Western Interconnection, SSG-WI.

A lot you have overheads and things. |
was dill preparing coming over, o my thoughts
areon aFrontier Airlines ngpkin. | hopel can

read them.
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Y ou can come up if you wart and read them.

(Laughter.)

MR. MILES: We will copy them into the
record as though read.

(Laughter.)

MR. PERRY: There arefour or five points

| wanted to make sure that you understood in

relation to the SSG-WI planning work that we are

doing.

Firg of dl, | am persondly excited

about the work we are doing, of course being able

to chair the work group doing it.

The western governors started an effort
essentidly like this a couple years ago. Other
than that, the effort we are continuing on now in
the SSG-WI planning effort, to my knowledge, |
have been involved in planning for too long to
tell you, actudly, isthe only effort | see
going on with such wide a scope as what we are
doing today.

| think it's going to be something very
good for the intersection, I'm very hopeful it
will be.

Thefirgt point | wanted to pass on to you

isit isan interconnectior-wide effort. That is

139



ggnificant, | think. To meit is definitdy.

Those of you familiar with the earn
connections, | think if you can envison the
whole eastern United States getting together
planning something like we are doing today would
be something perhaps very difficult to comprehend
let done pull it off.

But we are doing it in the west, and I'm
pretty excited about it.

So it'sinterconnection wide. We are
studying the entire western gates in the work we
are doing.

There has been mention to some of the
subregiond planning groups. A number of efforts
are under way, a number forming now in the
Wyoming area.

We plan to integrate the work they are
doing with the interconnection-wide work that we
are doing under SSG-WI.

Too, we will be very complementary to each
other in the work we do. We have adready seen
examples of how the interconnection work we do
under sgnificant we will fit very well with the
subregiond group, the work they are doing.

The second point is that we are focusing
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on the needs of the market place. | contrast
that with alot of the traditiond planning that
has gone on in the past which has been more
focused on reliahility of the system.

We are focusang on what the future market
needs might be. We are trying to identify where
there might be congestion associated with that
and what transmisson, actualy or
non-transmission solutions might dleviate some
of those future problems that might be
encountered.

So the second point is we are focusing on
the marketed and its needs.

The third point | think isimportant is
that what we are doing is atotally open process.
SSG-WI, of course you are probably aware, isa
forum that was organized by the three proposed
RTOs.

The planning effort we are doing, of
course they are directly involved, but we are
redly encouraging everybody to participate.

We do have good participation. The states
are very active participants in what we are
doing.

The aeneration developers are hdpina us
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in the work we are doing, both private and public
utilitiesareinvolved. So | think we are being
quite successful in making an open process, |
fed.

The fourth point | wanted to mention was
we are creating a database through the work we
are doing, amodel essentidly of the western
system that can be used in the production costing
kind of work.

Through the SSG-WI effort that data base
is currently being crested. And we redly would
encourage use of that database.

And | think it's important to try to have

a common database for the western interconnection

S0 we don't have multiple databases out floating
around raising alot of questions about who is
doing what.

| don't know whether we can avoid that or
not but we would redly encourage acommon
database and joint use of a database that
currently is actudly under development.

The fifth point is that the SSG-WI has an
open implementation authority. We are doing
andyticd work and will make that information

available,
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But then in order to carry the work we do
forward, it will require others to step forward
and pick up on what we are doing and carry it
into the implementation phase.

Agan, we have no implementation
authority. But we aretrying tofill avoid |
fed isthere and, on an interconnection-wide
bass currently this study has than taken place.

Asfa asthe study, aquick overview of
the sudies we are actudly performing currently
and which we plan to complete by the end of
September.

We are looking at two time frames. Oneis
the five-year out time frame, one aten-year out
time frame.

Thefive-year we are looking at currently,
essentidly what that looks at, because within
five years you can't redly build any sgnificant
transmission.

So we are looking at into the future,
picking five years, what we think will happen
with the current transmission resource plans.
Agan, we are looking at wherethereis
congestion.

The ter-vear sudy we arelookina at isa
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little different becausein this case thereis
opportunity to build transmission or
non-transmission options.

So in that case the problem you have there
isthat of course we don't know how the resources
will deveop.

So we have picked three scenarios we are
looking at, one the cod scenario, one agas
scenario and one the renewable scenario.

In putting those together we have relied
on the sponsors of those types of resources to
deveop the scenario for us.

So the cod folks said they expect 0
much, so many megawatts of coa being developed
and to stress the system and see wha might
happen there, likewise with the renewable,
primarily wind.

So we are looking into the future, looking
at three scenarios.

Agan, we arein the middle of our
sudies, but | think | can tell you based on what
we have seen so far that looking out ten years,
it's pretty likely what we are seeing now and
what we will see when we are through with the

sudies that the coa scenario where vou have a
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lot of development of cod over the eastern part
of the system is going to require substantiad
transmission throughout the syslem in order to
get it to the west coadt, renewable alittle

less, and gaslooks like it will require a

minimal amount of transmisson. Of coursg, the
gasishuilt near the load.

Anyway, in the work we are doing and the
report we will issue will lay thisdl out. We
are currently trying to put together what we
think transmisson requirements will actudly be
for those scenarios and we will have those
included, the costs and dl in the report.

Again, the report, describing current
activity, current work, is planned to come out, |
will say September, early October time frameis
what we are shooting for. | think we are
currently on schedule to complete that.

Then that isgoing to be afarly high
level look a what the transmission needs would
be.

So we will carry on beyond that and do
additional work beyond that.

Our god, actudly I think | made a

commitment to Chairman Wood back in January to
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get the report out in September. So areport is
coming out no matter what'siniit.

(Laughter.)

MR. PERRY: It will be agood report.

MR. MILES: Thank you very much.

MR. PERRY: Theladt thing | was going to
mention, if you are interested in SSG-WI again
thereisaWeb ste. | need to put in aplug.

It's ssg-wi.com. Pretty easy to remember. You
can learn dl about what we are doing in the
planning area

MR. MILES: Thank you.

Our next spesker is Frederick Stovd, vice
president of Policy Development, XCEL Energy. He
will talk about industry participation in new
transmission infrastructure.

MR. STOFFEL: Thank you. | am Fred
Stovd, the industry voice today.

Wheat isthat voice? Just afew words
about XCEL. We are an industry holding company
with four operating utility companies. Northern
States Power Company, Public Services Company of
Colorado, Southwestern Public Service Company and
Cheyenne Light Fud and Power Company.

Also we are one of the primary
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participants in Trandink Transmisson Company,
which is a proposed independent transmission
company.

Thet is one of the primary ways we are
looking at developing infragtructure for
transmisson dong the interdate pipeline
dructure, if we can get there.

I won't talk much about that today, but |
did want to mention that.

| wanted to mention afew aspects of
planning and how to get transmission built.
Maybe | can get at the question asked earlier,
but | don't know that | am going to have a
sdtisfactory answer for it.

| want to talk about appropriate planning,
project findity, regulatory certainty and
certanty of transmission rights.

Appropriate planning. | just want to take
astep asde and talk about one planning process
that worked.

That was a process that we went through
when we were merging with Southwestern Public
Service Company.

And in order to process that merger, we

aoreed to plan and to build a transmisson path



from our system in the panhandle of Texasto
Colorado.

In order to do that pursuant to the FERC's
merger order, we entered into a broad public
participation process severd years ago.

And we undertook an invitation to numerous
parties, | think over 50 entities participated in
that.

And in developing that we involved people
from New Mexico, Texas, Kansas, Oklahoma and
Colorado and put together a project.

| guess one aspect of this project was
that it was designed to go from one place to
another place, and we were able to accomplish
that.

But -- and we are in the process of
building that. It's one of the mgjor interstate
pipdines, not pipeines, transmisson lines that
are going to be interconnected with the eastern
and western grids. We are excited about that
with the HBDC converter.

But that brings up another point.

Normally, when we tak about regiond planning,
people would not consder Kansas and Colorado and

Texasto bein the same rediond planning area.
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| till dont.

Infact, | asked some folks from Kansas
the other week about it and asked them if they
believed that we are in the same region. For
badic planning purposes we are not.

However, now we are going to have this
interconnection, and there are suppliersin
Kansas and in the eastern grid that want access
to thismarket. So, for better or worse, they
are part of the planning process.

Recently | have had another conversation
with folks from Wyoming that are taking about

developing another subregiond planning group,

that that group would involve Wyoming, Colorado

and Utah.

When we met with them and asked them about

this, we said, well, why doesn't New Mexico,
Arizona, why aren't they dso induded in this?

And they said, well, they might be, but
they are not at this point.

That raises the issue of the gppropriate
planning subregions, because everything that you
have heard here so far didn't involve Kansas.

But in terms of our resource supply, it

does involve access to the eastern arid.
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So trying to look at the appropriate
planning region isvery important. Then having a
correspondence between those planning regions and
the RTOs that are developing, because as we ook
forward to a plan, we need this correspondence.
That is where SSG-WI comesinin trying to dign
these planning functions.

In Colorado, for example, and other
western gates we gtill have integrated resource
planning. We go through a planning cycle and
resource acquisition every four years here
through a bidding process and things like that.

Thereisnot away yet to integrate the
resource planning cyde and subregiond planning
and transmisson planning. And we need to get a
that.

After aproject is approved and our
transmisson lineis an example of that, we
have -- we want project findity.

The planning cycle for dectric
transmission isalot longer than it isfor
electric generation, if you can bdieveit.

S0 by the time you go through the planning
cyclefor the need for dectric transmisson,

egtablish that need, routina and aet throuah all

150



that, by that time the Structure, the nature of
the market can change.

We have faced that because there are
people who want to get access to that
transmisson and thereis a tendency to stay stop
the mudc, let'srevigt thisthing. If that
happens, we will never get anything built. But
that is happening. So project findity is
important.

Another aspect is regulatory certainty.
When we went forward to develop a certificate of
convenience and necessity and the need for
sgning this, an interdate line, we needed to
get Sate certificate authority to do that and
approval to recover those costs.

We found ourselves in one of our projects
in apogtion of double jeopardy. And that is,
our states |ooked at the need of the state, and
there are -- state commissioners are eected or
appointed to protect the interest of those
states. That isfundamentaly what they are
charged to look at.

Soin looking at cost recover recovery,
there can be dippage of cogsfaling through

the cracks, that can happen between dates, and |
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believe can happen at the federd levd aswell.

Then the certainty of tranamisson lines.
When I'm talking about resource planning, doing
it through the perspective of a date utility,
regulated utility, integrated utility, and we
want to get the transmission rights to serve our
load, that is what the expectation is and what we
would plan to do. But the assgnment of the
transmission rights, and aswe look at the
standard market design, is obvioudy an open
Issue.

Those are the primary things | wanted to
talk about today. Thank you for the opportunity.

MR. MILES: Thank you very much.

Any questions, because we are behind
schedule.

If there aren't any questions or comments,
then why don't we thank the pand for ther
presentation.

(Applause).

MR. MILES. Next and last panel isan
opportunity for state, federd, triba and
international representatives to get together and
talk about some of the comments they heard or

want to share some obsarvations with each other.
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For those of you that would like to
participate, pleasejoin usup inthe front. If
you do, bring your tent, if you have one. We
will get sarted in about ancther five minutes,

(Recess.)

MR. MILES: Thanks.

What we have done at the other
infragtructure meetingsis close it with a
diaogue of the conversation among the State,
federd, triba and internationa representatives
to seeif they have additiond remarks they would
like to add to this conference. So to have them
engage each other.

With that, would anybody like to sart
off?

Roger?

MR. FRAGUA: Firg, Richard, | would like
to thank you for running around with your heed
cut off keeping the conference ontime. |
appreciate that.

Chairman Wood, Commissoner Brownell,
thank you for the invitation to address the
Commission and audience on this very important
conference.

I'm Roaer Fragua, deputy director of the
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Council on Tribes, 54 federaly recognized tribes

of council since 1975. We network with about 250
other tribes through an ad hoc organization

cdled the enter tribd energy network. We have
been working at energy projects and policy since
about 1975.

| was commenting to my compadres here from
New Mexico, this conference is like drinking out
of afire hydrant - thereis so much information
coming at you pretty quick.

But we are more than happy and pleased to
participate.

As | understood the topic for this
particular sesson was to discuss potentia
conclusions and next steps, where do we go from
here.

We would like to offer from the council of
resource tribes, serve dong with FERC asa
contact with FERC policy statements to implement
and strengthen the government relationship with
federdly recognized tribes.

Thereisalittle bit of adifferent twist
in working with tribes asthey are sovereign
nations. Navigating and organizing atribd

perspective is hard for usto do, and we have



been at it Snce 1975 and our board is comprised
of tribes.

But we would offer that to the Commisson
formdly to assst you in implementing your
government to government policies, to help
srengthen the government to government
relaionship.

Also to invite you to, there are a couple
fliers floating around to the Indian Energy
Solutions Conference, thank you very much, to
participate, to meet with tribal leadership in
their conference to discuss potentia project and
policy development opportunities.

So that inanutshdl isredly whet |
would like to do in terms of introducing the
council of resource tribes.

Membership is, again, comprised of 54
tribes which makes up 3 percent of the triba
populations that are growing about 3 percent of
the nationd average.

With the influx of so many gaming dallars,
thereisincressein tribal economies. That
essentidly isour organization. We are ableto
do this through networking with triba

|eadership, White House, Interior, Aariculture
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and Energy.

So we stand ready to partner with the FERC
on future activities.

Thank you.

MR. MILES: Thank you.

Chairman Ellenbecker, any comments?

CHAIRMAN ELLENBECKER: Steve Ellenbecker,
from the Wyoming commission.

| think the pausein the crisss, if there
isone, actudly isthe best opportunity to
perfect the markets, not only its infrastructure
but market rules.

So | want to gpplaud the FERC, even though
you have perhaps, with some patience that was
due, given the west an opportunity to become more
directly involved with you in working on the
market structure.

| think, in fact, it'sright for you to
continue to pursue your project, the overreaching
project, to try and perfect the infrastructure,
not only eectric asit rdatesto the RTO
initiatives, but asit relatesto what | seeasa
more rapid certification of interstate pipelines
aswell.

| think we have a desarvina public out
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there that deserves reasonably stable prices that
are affected by moderate movementsin supply and
demand rather than criss proportions that we
have failed to figure out the way to properly
manage through congress and through states and
through perhaps the FERC as well.

| think it's right to continue in view of
that and in view of dl the competitive resources
that were mentioned today, available to the
customer, that have to get through this
connective tissue, the ligaments and tendons and
pipdines and intergate tranamission linesto
get to those customers, | think we ought to focus
our attention on good public policy thet treats a
unit of energy as Chuck Goldman might say, saved
of near equivaent or equivaent vaue as a unit
of energy consumed, that treats wind and cod and
natura gas compatibly and makes the connective
tissue or the infrastructure one that they can
expect to have access to on abasis that
accommodates them, that treats them fairly, that
doesn't discriminate among resources.

| think congress ought to focusiits
attention on divergfication of these resources

with environmental concern accompanied by sate
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environmental consderations. And | think a
date, like Wyoming, is showing good public
interest congderation in its promotion of
continued clean coa and coa bed methane and
other naturd gas development in an
environmentaly conscious way.

| think that thereis an opportunity here
that we can lose if we don't partner with each
other asfederd and state and international and
western regulators on both sides of the borders
to bdieve that there are ways to improve the
market infrastructure in away to better serve
the public and better promote the development of
resources in amanner that can reach the
customers.

| think that market participants deserve

clearer rules. | think they deserve more

transparency and better assurance of compensation

of what rules gpply to whom. And | think the
rules ought to be regulated and gpplied equaly
to dl to promote utilization in afar manner of
much more diversfied mix of resources.

And | actudly think that is competible
with what you have been trying to do. So | might

take a different twist and applaud the
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initiative.

| would actudly hope you continue your
initiatives to create these infrastructures that
can work commonly for resources in afar manner
to any competitor.

In the end, the technology was so strong
that, with or without us, those technologies will
find waysto customers. It's our responshbility
to ensure that they can find and reach customers
in the mogt efficient manner and most economical
manner possible.

| actudly think that's what you have been
trying to do, and | think it's incumbent upon the
date regulators to support that initiativein a
way that is modeed best for the west.

MR. MILES: Thank you.

Bill Bingham.

MR. BINGHAM: Thank you. Just acouple
comments from my perspective.

Normaly we st a couple thousand miles
north of here. It was interesting, the
discusson. | was remarking how the climate has
changed with respect to Canada.

| can remember not too long ago Stting in

conferences such asthis, talkina about markets,
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2010, and, by the way, Canadian gas will fill the
gap, thereis so much of that, we were counting
on that.

A year ago there was a conference and
there was talk about this market again. But we
are not o sure about Canadian gas anymore
because we have those oil sands projects up there
in northern Alberta. | think, Mr. Chairman, you
were there earlier this year.

Then there was talk about, well, you are
going to have the gas, we can get the il but we
can't get both.

Today, smilar comments | have heard
recently isthereisabig question mark with
respect to Canadian gas.

| think there isa good reason why. We
are seaing the same things that you folks are as
well. It's production from the basin ssemsto be
maturing.

We are going to have to see ared effort
in terms of getting some of the unaccessible
areas, more rugged areas in northern BC to
exploit the large resource base there.

My persond view isthere is ill room

for an uptick in supplies. Wewon't seethe
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supplieswe saw, but there is certainly amarket
for that ges.

I'm particularly optimistic about some of
the other resource areasin Canada. We talked of
the north earlier, but even the east coadt, there
Ispromisein that area.

We had disgppointing results recently with
somewels. But | will tel you what, the last
couple days in the streets of Cdgary thereis
talk about potentia discovery we just came
across (inaudible) and its Tcf.

If thet in fact is the case, that will
make it possble to develop that field which they
hope to produce at the rate of four hundred
million aday.

What | see going forward is perhaps a
shift in regiond flows. Perhaps with growth on
the southeast coast we will see more exports to
the United States, particularly New England and
northeast markets. That may dlow western
suppliesto say closer to home and continue to
meet the needs of Canada and aso into the
western U.S. markets for alonger period of time.

One other remark | would like to makeis

to conaratul ate the Commission on this forum.
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I'd also -- I've seen the number of state
Commissioner today and aso would impress upon
you folks, it would be nice to see you in Canada
sometime, delegations from the energy council and
interstate gas compact commission, and | think
these diaogues are helpful for everyone and to
avoid what we sometimes call North American blind
spots, assuming the wrong things with respect to
each other.

Agan, | congratulate you.

MR. MILES: Thank you, Bill.

Francisco, any comments?

MR. DelalSLA: Only afew words.

| think that what is worth learning here
from our perspective isthat the frontier of
endless resourcesis -- does not exist anymore,
| think we are coming to apoint, or redize a
least in Mexico that we need to (inaudible) very
quickly.

And because we cannot respond immediately
to current conditions in the market, growth and
demand, we are looking outwards to find
solutions.

| would like to think that what may be the

LNG does offer ahand in this problem. And that,
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increasingly, the world will become a globd gas
market, more like the ail isright now. And that
we will be viewing it not only asan ad, but as
an integrd part of our system.

Something important | think we have to
condder isthat in order to help it grow and be
of strategic importance, we need not to create
barriers of entry, whatever they may be.

That isthe remarks | would make. Thank
you.

MR. MILES: Thank you.

Commissoner Smith.

COMMISSIONER SMITH: Thank you. Marcia
Smith, Idaho Public Utilities Commission.

| want to thank you, Mr. Chairman, and
Commissioner Brownell for thisreview. | think
it's been helpful for me to review today's status
and tomorrow's needs.

But | have to say, you know, | have been
here ance Saturday. And between the naturd gas
panels and the environmental panels that we had,
| have got to say I'm scared.

So today's andyss was alittle hel pful
in that there were actudly postive things said

and some sans of improvement in action that
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might be helpful in the future.

With regard to that, | think there were
three things that, as (inaudible) these are dl
the issues we ded with on aregular basis.

With regard to transmission planning, |
think we are very hopeful with the subregiond
planning efforts of the SSG-WI, but they are not
without concerns.

A couple of the main concerns interested
by CREPCI members are that public policy
condderation needs to be in the mix of what the
SSG-WI processis.

| think it's no surprise to (inaudible)

I'm sure you have said that before, and that
non-transmission solutions must have equd
congderaion with the idea of just building new
wires.

So | think they are wdll aware of our
concerns, and we are working together with that.

With regard to resource adequacy, CREPCI

has a new team, have you heard of the WRATS? And

don't forget the W.
But they have been very hdpful and
successful in making sgnificant improvementsin

the WEEC's resource assessments reports put out
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periodicaly and definitdy will continue in that
effort.

We are very excited about those
improvements which | think will hdp usto havea
better picture of what our resource picture
redly isin the west.

Frankly, dthough it may not be exactly on
point for today's seminar, | just want to report
that with regard to market monitoring, we have
been working hard with your O and Y office, we
are pleased to report that they and anumber of
dtates have entered into an agreement of shared
undergtanding, actionswe are going to take, the
god from the stateside | think iswe want a
west-wide market monitoring, we want it to be
independent, and we don't want to wait for RTOs,
we want to get sarted now and have something
that functions to help both the federd agency
and state agencies do their jobs.

Thank you.

MR. MILES. Thank you, Commissioner Smith.

CHAIRMAN WOOD: Whilewe are
trangtioning, | wanted to recognize two
representatives from congressona members

offices, Scott Prestich from Conaressman Uda
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hear in Colorado. He stepped out.

Also, Dan Skopic from Congressman
(inaudible) in Cdifornia. We want to thank you
dl for being here. You might St up a the
table and vigt with the rest of the folks,

COMMISSIONER ROWE: Bob Rowe, from the
Montana commisson. If we have WRATS, Marcia, is
their aPied Piper? That isagood thing.

Steve taked about pausein the crissand
there was something of that tone today, that was
comforting.

In Montana, in fact, the perceptionisthe
opposite. Thereismore public fear,
apprehension and awareness of what is consdered
by the public to be an energy crisis both on the
gas and eectric Sde than in quite sometime.

Quickly, a couple specific Montana
concerns. Asyou know, we are a substantial net
exporter. We have sgnificant potentia for both
traditional, renewable resources.

Thereisaso real concern about the
potentid for loca market power, much of which
isdriven by transmission issues described in a
Jduly 25th filing by the Independent Consumer

Council. | won't restate that, but | think it's
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an important document.

So we, | am concerned that there be the
opportunity for economicdly efficient
transactions and projects, both to sdll into and
to sdll out of Montana. Much of the conference
today | think spoke to those concerns.

A couple of random points. | have
substantia concern on the out years, arange of
possible scenarios. We saw that.

And | want to particularly note the
Canadian use of forma scenario planning. That
isavery good complement to IRP and other
drategies.

Something we should be looking a. A lot
of uncertainty, alot of risks associated with
that uncertainty.

Much of what we have to do is develop
drategies to identify and minimize those risks.

Strong concern about awhole variety of
problems, findlities, border issues,
jurisdictiond externdities, financid
externdities. The discussion of transmisson
was entirely on point as to both those topics.

| did gppreciate the discussion of both

the demand side and demand responseissues. The
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Power Planning Council work, ongoing work on a
regiond planisvery, very hepful there. They

are moving to recognition that on the demand

side, programs can't redly be ramped up and
ramped down, but need to be sustained. Those are
important both on the gas and eectric sde.

| have along-standing concern thet the,
particularly on the generation Sde, there was an
overly high tolerance for fud pricerisk in
order to avoid capitd risk. And | think
conditionsin the last few months have borne out
that concern.

One partid solution or way to address at
retail some of thisrisk, | will commend the
Montana example as something good happening. We
al know the rest of the west has remained
verticdly integrated, while we have opted for a
modd of dis-integration. Pun partidly
intended.

A couple of toolsin Montana. We have
developed some very good portfolio guiddines,
IRP Light, much moreflexible, but | do try to
minimize much of therisk.

It dso developed what | think isamore

focused, efficient and less risk shiftina



approach to what we are caling advance approvd,
the Electric Committee discussed some of those
yesterday.

Thereis some good process behind that, as
well.

Findly | want to commend you, obvioudy,
for being here. Also | thought the wholesde
market platform white paper and option paper that
followed on were very good, very flexible tools
and responded in my mind to awhole series of
Issues that were raised in the west and elsewhere
about standard market design as announced last
year.

Those are -- those create a wonderful
opportunity in my mind to build on the specific
things Marcia described, | think, to dert of
some things happening out in the midwest aswell,
and to redly strengthen the effort at regiond
cooperation to ded with al the concerns we have
been discussing.

The one piece | would liketo redly move
more up to the information front is the idea of
western structure that was developed initidly, |

think, through the western governors association

process and move much more explicitly toward what
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| felt the cooperative federdist gpproach, dso
what has been called awestern market design,
which isthe best use of the initils WMB | can
think of.

Thank you.

MR. MILES. Thank you, Mr. Chairman.

COMMISSIONER HEMSTEAD: I'm Dick Hemstead,

from the Washington commission.

Firg, some comments from the pandigs
with regard to regulatory certainty.

| realize there has been a consderable
amount of turmoail in the last couple of yearsin
the markets and among regulators.

But | want to emphasize, and | think this
Is areasonably accurate statement for
subgtantidly dl of the western commissons, |
think the western state commissions are working
very hard to provide reasonable regulatory
certanty and predictability for the utilitieswe
regulate to see that they have the opportunity to
make adequate returns, that they get cost
recovery, that we are all moving to more risk
sharing among the utilities and their ratepayers
and to see that their market ratings are upgraded

dfter dl of the danificant turmoil so that they
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can go to the market and raise the funds that
they need.

I'm confident that is the case with the
utilities that we regulate, and they will be able
to go to the market and borrow money at
reasonable rates to build the resources or buy
the resources that they need.

But beyond that, a couple points | would
like to make.

Thereisarenewed and strong | think deep
emphags on regiond planning within the wes.
And | say this now specificaly in the context of
western regulators as they interface with the
ail -- dl of the other things going on.

We have power planning, we have
tranamisson planning, we have fadility Sting
and deding with enhancing the ability to new
transmission placement.

And we have transmisson power and market
monitoring.

All of these things are under way in ways
that they haven't been in the pagt, and | think
progressvely will come together in away that is
going to work well.

When, some vears aoo, when | first became
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aregulaor, | recadl ahearing, | recal hearing
one of the economigts saying that integrated
resource planning was, by individud utilities,
dealing with their utility commissons, was not
only awaste of time, but it was
counterproductive, because it was antithetic to
the markets because the markets were going to
answer dl those questions.

Widl, I'm hereto tdl you thet there is
renewed strong emphasis anong the commissions, at
least in our commission, and | know elsawhere,
with the utilities we regulate, we expect them to
plan on short-term, medium-term and along-term
basis as to how they are going to -- what kind of
portfolio management they are going to pursue and
where they are going to get their resources and
pulling in the demand sde management aswdl as
new supply.

And it isworking, | think, remarkably
well. And it amply fortifies and emphasizes our
renewed focus upon planning in the west.

So in trandation, it seemsto me what
that meansisfor decison makers or regulators,
is, well, on the one hand we have to think

reciondly, we gill are gatutorily and legaly
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obligated to act locally. But it hasto be
within the context and the perspective that
regiond planning provides.

And so the mantrais, think regiondly and
act locdly, and using the tools of both
regulation and competition, not as dternatives,
but as tools that can be used in tandem to
achieve the results of reasonable -- reasonably
priced services and reliable service.

MR. MILES: Thank you.

Mr. Chairman.

COMMISSIONER SOPKIN: | know it's past the

6 o'clock hour, so I'll be very brief.

Firg off, it appears there may well be a
mole in the naturd gascriss. But | Hill
think it's appropriate to use the word "crigs’
if crigsis defined as a serious problem that
needs to be dedt with quickly.

We had an expert here a couple days back
that was quite darmed to have $4.70 in August.
That isunheard of. And he was not very
optimigtic for what the winter heating prices
were going to be.

Therewas an aticlein aloca newspaper

here a couple davs ago savina that aood news,
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rates won't go up thiswinter or may not go up
thiswinter.

But what was not said is rates went up
subgtantidly in the spring and people don't use
alot of gas over the summer months, so they are
not going to find out until the winter that ther
heeting bills are, in fact, going up
Subgtantidly this winter.

In my mind, the only short-term solution
to this problem are number one, mild westher, my
jurisdiction doesn't extend that far and,
respectfully, | don't believe the FERC's does,
dther.

Or increased domestic supply. | fully
redize I'm talking to the wrong agency here, but
the federd government needs to do everything it
can to try to ded with the Situation.

| guess I'm primarily talking about the
Department of Interior asfar as expediting the
permitting process and determining reasonable
compromise between environmentd interests and
what is an issue that affects everybody in terms
of much higher hegting bills

And it has affected the economy in this

country. Industrid jobs have been lost. And
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the red long-term stuation does appear to be
LNG solution.

The mature market, | believe gas prices
will not be nearly as voldile asthey have been.

So again, the federal government needs to
encourage companies to build LNG degadification
terminds.

Sincel don't have alot of time, | just
wanted to mention, Colorado, at least, speaking
just for mysdlf, I'm not sure it makes sense for
Colorado to be forced to join an RTO.

The number one objection that | haveto
the processisthis regiond state committee
process that has been outlined which does not
appear to be accountable to shareholders, any
public utility commisson or ratepayers. It just
exigts out there.

And there is no structure to dedl with the
Stuation that undoubtedly will occur, which is
when states disagree with each other about
things

And in particular, | think the issue of
participant funding is going to come up between
dates. Theresgoing to be very different

viewpoints on that issue.



So it makesfor avery long discussion so
I'l just leave it a that. At thispoint at
least, I'm not prepared to concede the issues of
regiond generation, trangmisson, transgmission
rates, energy efficiency and demand responseto a
regiond State committee.

Thank you.

MR. MILES: Anything additiona?

COMMISSIONER KING: Thank you.

David King, from New Mexico. | gppreciate
being here. We appreciate the opportunity to
speak.

Asanew Commissoner in New Mexico, |
think about acting globally. We are probably the
number one exporting state in the western region.
We have tremendous gas reserves, much more than |
think has been credited today.

In looking at that | think we have to
declare an emergency in the transmisson areg,
whether we are talking about dectric, gas, |
think the RTO has some opportunity for uswe have
to look at carefully.

There are tremendous areas we have to look
a carefully localy aswe look at the tremendous

Indian lands and transmission leases that are

176



177
expiring coming up dramaticaly. | don't think
it's been looked at carefully enough.

Much of thistranamission, we are taking
about al these statesin the west, have got to
work carefully there.

| think there are some new opportunities
there, but ameans of didogue hasto be
established, and we have to look carefully. |
think that isimportant when | look at the energy
areas that we have and sending it out, 25, 30
times as much as we use eadlly, there are
opportunities there, but we have to look at them
locdlly for those native American areas and some
of therurd areas for development that we have
not had, because decisons were made years ago.

So | gpplaud the efforts. | think it
takesalot of communicetion. | think we have to
have some hearings in our state, going to be
doing that, the legidature has mandated some
hearings around the State to ook at what it
means to us as we look at the different federd
initistives

So we are having hearings dl over the
state through our state commission. We would

like to work with vou dl to be surevou are



invited to that and that we create a didogue
there.

| think it does have to be a partnership.
| think there is much that can be done.

| have alot of confidence. We have alot
more resources and we are not going to be
exporting for along timeif we do some things
right in the tranamission area.

| appreciate this opportunity to dialogue
and vigt with you.

CHAIRMAN WOOD: Thank you.

MR. MILES: Thank you.

Any additiona comments or observations?

Arewe at an end?

CHAIRMAN WOQOD: Arewe? Anybody else?

Just because you are in the second row doesn't

mean you can't talk.

Anybody in the audience want to contribute

anything? We have got amic stand back there, if

you like. Just kind of wrap up thoughts for
today. New itemsto throw out into the air.
All right. We are alittle overtime. |

want to say | gppreciate the participation of

some greet speakers, our colleagues here from the

gdates, our folksin our other nationsin the
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Indian tribes with our North American neighbors,
Mexico, Canada.

Redly gppreciate you dl coming, because
which are not only a a date level but nationd
level, we are not an idand and we are not an
eectricd idand, no Sateis.

Maybe one.

(Laughter.)

CHAIRMAN WOOD: Weaenot agasidand

for sure. | think we are one greet big globa
pond there.

| think we have had nice perspective on
the LNG issues which are certainly alot of
things we have heard about in recent months.

But the whole totaity of resources, I,
with Mr. Ellenbecker, yesterday, toured the
largest cod mine in North Americaand looking at
that resource, and that is something we at FERC
don't have that much of an opportunity to look at
directly, because we don't have aregulatory role
there.

But the plethora of resources out herein
the west is quite abundant, and | think the good
sewardship of that is of interest to alot of

folks in this room.
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| think a good understanding of
interconnection isagood thingto do. I'm
overwhemed by the fire hose gpproach we had in
the pagt, in the morning and afternoon.

But as Marciaindicated, it's been along
week dready. Maybewe will try to dotheseasa
Separate event so we are dl fresher.

We will have the transcript avalladlein
seven days. If peoplewanttoread it at a
norma speed, it will be avallable on the web
page.

There were great challenges | heard about.
Clearly, infragtructure chalenges don't go away.
The point of the conferencesis not to resolve a
specific problem for tomorrow but to identify
things that could be problems if we don't Sart
working on them today.

So the people who have the ability to do
something | think arein thisroom. Our
collective attention and collective resolve to
address these issues whether they are gas or
eectric, hydro, cod, environmenta issues,
supply and demand, regulatory governmentd
Issues, there are alot of issues here that tend

to come up.
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| think the more we get comfortable and
familiar talking about them, thet is redly the
purple of our convening these.

Panning, regiond, subregiond, thiswas
clearly athing we heard aout. A lot on the
electric dde. Even some, too, on the gas Sde,
which again has been more market driven than the
electric.

| would like to cdl as an examplethe
process that M1S0, the group of 14 states that
form an RTO just directly to the east of here,
underwent, just in April of thisyear put forth
after 18 months of sudy ardatively detailed
plan of where the infrastructure needs TO BE
upgraded dectricdly, with even suggestions
about who the beneficiaries are so some fair form
of cogt dlocation could be made.

| think one of the things | would urge for
the west is to move from the planning and
discussion phase to the execution phase.

| do think the memories of 2000 and 2001
are pretty current in my mind. But | know we are
seeing alot of new faces around here on the
regulatory commissions and other places that may

not have been here durina that time period. And

181



we need to basicdly learn from mistakes of the
past.

| heard from the Tranamisson Planning
Panel about the progress that has been made there
and | just want to urge that that continue to
develop and to produce detailed actionable
projects that state commissions, state Sting
authorities can then take and move forward with
and actudly get implemented.

Certainly, | can't missthe opportunity to
emphasize how important it is that clear and
understandable rules and market trangparency go
forth.

Markets are easy to monitor when
transparent. And it's easy to make sure
customers are benefiting from the
resource-to-resource competition and getting
price sgnds for demand production, if thereis
agood market working and a good market in place.

So | would say that | am looking forward
to following up on these issues, specificdly the
electric issue on the white paper conferences
that are being planned for Phoenix in September
and San Francisco in November.

Codst recovery issues are thinas we
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certainly hear from dl the utilities, and it's
something | think we dways as regulators are
atentive to.

But | think it certainly should not go
without remarking on today.

| want to say, Steve, your comment on
technology is going to get to the customer. It's
our job to make sure it's, without putting words
in your mouth, efficient and effective getting
there.

That's a new definition of our job
description. And | redly can't think of a
better one, because you look at the last hundred
years, technology has trandformed the whole
continent.

If we can play arolein making that day
sooner and making it as pro-customer asit can
be, | think that isagood thing you put on our
epiteth when we go to the Great Beyond.

| want to thank particularly the speakers,

again, members of the audience who lasted it out.

| want to thank in particular our staff,
who have done agood job of setting up this
conference here.

| do want to recoanize from our colleague
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Bill Maszy, hissmart brain trugt.

| want to thank Carol Connors, who started
organizing severd months back, getting anice
st of gpeskers, including dl the government
officids.

Mark Robbins, director. LishaBond and
Jeff Wright from the infrastructure group.

We do have agroup dedicated to
infragtructure. Jeff is head of that. Shavonis
on that team, aswell.

| dso want to recognize John Carlson from
the western region. He oversees dl thefilings
that come in from the west.

Allison Slvergein of my office, and
Cheryl McKinley from our shop.

Can' let it sop without the moderator
supreme Rick Miles.

Have a good afternoon.

(Adjourned at 6:15 p.m.)
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